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Financial Highlights

% CHANGE % CHANGE
(én thousands, except per share data) 2003 FROM 2002 2002  FROM 2001
OPERATING REVENUE
Advertising $ 2,280,322 LI $ 2,255,689 (1.9
Circulation 559,234 (2.4) 572,973 Gy
Other 106,435 8.4 98,173 0.6
Total $2,945,991 0.7 $ 2,926,835 (1.9)
OPERATING INCOME $ 567,607 6.2) $ 605,362 31.1
Depreciation and amortization 112,441 9.8) 124,695 (32.4)
Operating profit margin 19.3% 20.7%
EARNINGS
(before cumulative effect of change in accounting principle)
Net income $ 296,071 5.1 $ 281,727 52.4
As a % of revenue 10.0% 9.6%
Per share: Basic $ 3.68 8.6 $ 3.39 45.5
Per share: Diluted 3.63 9.0 3.33 §4.2
OTHER FINANCIAL DATA
Cash 8 33,536 (14.7) § 39330 5.5
Total assets 4,096,679 (1.6) 4,164,658 (1.2)
Total debt 1,500,441 G.9) 1,560,857 (3.9)
Shareholders’ equity 1,489,245 1.9 1,461,479 (6.3)
Return on average shareholders’ equity 20.1% 18.6%
Dividends declared per common share $ 1.18 15.7 $ 1.02 2.0
Common shares outstanding 79,264 (3.1) 81,817 (2.6)
STATISTICS
Average daily circulation 3,784 (0.4) 3,800 (0.0
Average Sunday circulation 5,144 (0.0 5,148 (0.0)
Full-run ROP advertising linage 36,027 (a.5) 36,583 0.9
Total preprints inserted 7,954,048 9.7 7,253,720 2.5
Tons of newsprint consumed (metric) 647 0.3 645 (2.9
Average unique monthly visitors to KRD Web sites 8,016 19.0 6,738 13.8

e
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REVENUE CATEGORIES

NEWSPAPER AND ONLINE ADVERTISING

ACCOUNT FOR MORE THAN 77% OF
TOTAL KNIGHT RIDDER REVENUE.

B RetaiL 37.7%

O Narional  11.4%

B Cuassiriep 28.2%
B CircuraTioN 19.0%
B Otuer 3.7%



Dear Shareholders

ALTHOUGH THE ECONOMY DID US NO FAVORS IN 2003, I AM VERY PROUD OF WHAT KNIGHT RIDDER ACCOMPLISHED
DURING THE YEAR. FROM THE WAR IN IRAQ AND SADDAM HUSSEIN'S CAPTURE TO GOV. SCHWARZENEGGER'S ELECTION
TO THE SAN Luis OBISPO EARTHQUAKE TO INVESTIGATIVE REPORTING THAT HAD SALUTARY RESULTS FOR VIRTUALLY
EVERY COMMUNITY WE SERVE, OUR JOURNALISM CONTINUED TO BE FIRST-RATE. IT REFLECTED NOT ONLY GREAT
TALENT, BUT COMPREHENSIVE STRATEGIES FOR TRACKING WHAT READERS VALUE AND HOW TO GIVE IT TO THEM.,
KNIGHT RIDDER DIGITAL, WITH ITS STEADILY GROWING AUDIENCE SHARE AND EXPANDING REAL CITIES NETWORK,
HAD ITS BEST YEAR EVER, FINANCIALLY AND QUALITATIVELY.

L



In a tough environment for revenue, we found growth in
many retail categories, in national advertising and in real
estate classifieds. Market share increased for the company
as awhole. In a challenging environment for costs, with
newsprint prices and health and pension expenses all rapidly
accelerating, we held to only the most modest overall
increases. Also in 2003, for the second year in a row, we grew
daily and Sunday circulation for the consolidated company
excluding the two markets where we have joint operating
agreements and our customary programs for circulation,
growth do not apply. Market share growth, cost discipline
and circulation growth have all been major priorities for
several years. The celebration of our 2003 performance for
each reflects this ongoing commitment.

We advanced one exceedingly important companywide
initiative and launched another: to identify potential new
cost savings across the organization and to target new
revenue opportunities. We expect benefits from both to
have significant positive impact on our 2004 operations.
We announced a new marketing infrastructure at the
corporate level that will expand our ability to deal more
closely and personally with some of the large national

--advertising accounts (e.g., automotive, retail).

In May, we extended our joint operating agreement in
Fort Wayne to the year 2050. Under the amended contract,
we increased our share of the agency profits from 55% to
75%. In August, Knight Ridder Digital announced
traffic deals with AOL and MSN for CareerBuilder, the

online recruitment service that we own jointly with

Gannett Co. Inc. and Tribune Co. These deals wili
dramatically enhance CareerBuilder’s potential to close the
already-narrowing audience gap with Monster, long the
leading online recruitment service.

With people so key to our prosperity, and with the
competition for talent ever more intense, we established
ambitious developmental initiatives to ensure a strong pool
of talent for the future. Part of this effort focuses on
diversity, both at the front-line and managerial levels, with
respect to gender, ethnic origin, sexual orientation and
thought processes. Without such diversity, we cannot
adequately reflect the increasing heterogeneity of the
communities we serve. We track progress each year, and
1 am pleased to report that we continue to be industry
pacesetters in this area.

Each year I like to remind investors that we demand
disciplined allocation of the approximately $300 million in
free cash flow that Knight Ridder generates. Thar discipline
was firmly in place in 2003. Most of the free cash flow went
to share repurchases — 4.3 million shares in 2003. We shrank
the base of common shares outstanding by 2.5 million shares,
from 81.8 million shares outstanding at year-end 2002 to
79.3 million outstanding at year-end 2003.

In August, we increased our dividend by 18.5%, from
$0.27 a quarter to $0.32, so that investors could take better
advantage of the new federal tax law reducing the tax rate on
dividends. The stock price, which closed the fiscal year
(Dec. 28) at $76.09, was up 23.2%, the largest annual increase
in six years. Many factors contribute to such a performance,

OPERATING REVENUE

In millions of dollars

IMPROVEMENTS IN NATIONAL, MOST RETAIL CATEGORIES AND
REAL ESTATE CLASSIFIED WERE LARGELY OFFSET BY DECLINES
IN HELP WANTED AND MAJOR DEPARTMENT STORES.
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DILUTED EARNINGS PER SHARE
From continuing operations, before curmulative effect of change in
accounting principle

Cost CONTROL, IMPROVED EQUITY EARNINGS, REDUCED
INTEREST EXPENSE, A SLIGHTLY LOWER EFFECTIVE TAX RATE
AND A REDUCTION IN THE NUMBER OF SHARES OUTSTANDING

CONTRIBUTED TO A 9.0% INCREASE IN DILUTED EARNINGS
PER SHARE.
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but in my mind two stand out: (1) the relative strength of the
newspaper industry and its dependable generation of cash -
even in the face of a severe advertising slowdown, and (2)
individual company management that is disciplined and
nurturing, focused on journalistic and financial excellence.
Knight Ridder is fortunate to benefit from both.

That, along with excellent bottom-line results, is the
good news. But it is not the complete picture. The
advertising recession that descended so suddenly in early
2001 persisted throughout 2003. Newsprint prices began to
climb, and the cost of benefits, notably health and pension
expense, soared. The combined impact on our operations is
included in the year’s financial results,

The company earned $3.63 per diluted share, up 19.4%
from the $3.04 per diluted share earned in 2002 (including,
in the 2002 EPS, charges for the cumulative effect of a
change in accounting principle and the effect of converting
CareerBuilder to an LLC totaling $0.42). Net income for
2003 was $296.1 million, up 15.0% from the previous year.
Overall cost control, improved equity earnings, reduced
interest expense, a slightly lower tax rate and, by year end,

a significant reduction in the number of shares outstanding
all contributed to the strong earnings per share.

Advertising revenue for the year was up 1.1%, held down
by the decline in help wanted advertising that reflected
stagnant hiring levels across the country. During 2003,
unemployment hovered around 6% nationally and between
8.8% and 7.2% in Silicon Valley. All of our large markets were

adversely affected. San Jose — where the Mercury News has
traditionally carried some of the nation’s highest levels of
help wanted linage — was affected most severely. The dot-
com bust, followed by an extended slowdown in capital
spending on technology, ensured the slowdown that is the
worst this Valley has ever experienced.

By year’s end, there were — finally ~ some encouraging
signs. The third quarter rise in GDP of 8.2% mirrored an
uptick in job creation and a decline in the number of jobless
claims filed. Tech companies pointed to sales increases.
Talk of a turnaround in hiring emerged in business-page
columns. And indeed, one of our large markets, Fort Worth,
showed positive help wanted results for the final four
months of the year. Several of the smaller markets did, as
well. Moving into 2004, we are cautiously optimistic that
what has looked encouraging will become reality.

A second revenue challenge was the sudden emergence
last spring of an industrywide cutback in department store
advertising. The move spotlighted the difficulties faced by
traditional department stores as they compete with the
“big box” stores and discounters now populating the retail
landscape. Since department stores represent about 13.5%
of our retail revenue, we were quick to take action, visiting
various corporate headquarters and assigning individuals to
take executive responsibility for all of Knight Ridder’s
business with the major retail advertisers. While it is too
early to know how this will play out, I am encouraged that

our overtures were well received and that some demonstrable

NET INCOME
From continuing operations, before cumulative effect of change in
accounting principle

WE SHOWED A 15% INCREASE IN 2003 DESPITE A TOUGH
REVENUE ENVIRONMENT.
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OPERATING COSTS AND OPERATING INCOME

As a percentage of operating revenue

B LaBor & EmpLOYEE BENEFITS 39.9%
Oruer Operating Costs  24.0%

B NewsprinT, INK & SurPPLEMENTS 13.0%
M DepreciaTiON & AMORTIZATION 3.8%
M OreratinG INcOME 19.3%




increase in advertising has resulted. The situation is fluid,
and we will be dealing with it for the foreseeable future.

For the year, overall costs were held to an increase of just
2.5%, with FTEs down 1.6%. The newsprint price hike was
anticipated and is in some respects healthy, for it implies a
rise in consumption brought on by increased ad linage. We
expect further price increases this year, but would remind
investors that we are hedged for approximately 50% of our
consumption through our newsprint mill investments.

While wages will go up in 2004, the overall impact will
be limited by a decline of about 0.5% in the FTE count.
Health care costs, after a whopping rise in 2003, are
projected to be flat in the new year.

We have said that we anticipate advertising revenue
rising in the mid single digits for 2004. Supporting that are
expectations of modest growth in the core ad revenue
categories (including some turnaround in help wanted),
sustained momentum at Knight Ridder Digital and,
importantly, gains to be reaped from our various new
revenue initiatives.

Prominent among the latter are “local print” products
beyond the core newspaper — suburbans, weeklies, ethnic
and niche publications, “alternative” newspapers, classified
guides (real estate, employment) and ever more finely zoned
sections. All are created (or acquired) with an eye to better
serving the proliferating niche markets that seek their
content. Thus, this past year, we expanded our weekly
shoppers in Philadelphia, created Home & Design

RETURN ON AVERAGE SHAREHOLDERS’ EQUITY

AVERAGE RETURN ON SHAREHOLDERS' EQUITY REMAINED
HISTORICALLY STRONG THROUGH 2003.

ﬂ T —— 03 20.1%

—aFr2.2%

magazines in Miami and Contra Costa, created AutoFinder
guides in San Jose and Contra Costa, created Premier Rental
Communities in Charlotte; and we took Diario La Estrella,
a Spanish-language weekly in Fort Worth, to five days a
week. In any metropolitan area, a substantial percentage of
total print advertising dollars is now going to print
publications not affiliated with the core newspaper. For us,
the pursuit of this revenue is a logical extension of our
franchises. We will do so aggressively.

More broadly speaking, Knight Ridder’s expectations
of itself have not changed. We are committed to a 25%
operating margin, and with just some break in the revenue
environment, we will get there. We are superbly leveraged to
benefit from an economic recovery, and once it arrives, we are
pledged to taking the gain to the bottom line — we are not
going to build back in costs that have been eliminated
during the past three years. Disciplined allocation of capital
will continue: We will buy back shares, invest in ancillary
publications like those described above and invest
in the Internet.

The goal, as always, is to operate a company that delivers
top-flight journalism to our readers, unrivaled advantage to
our advertisers, a first-rate workplace for our employees,
service to our communities and ever-increasing value to our
shareholders. Working hard every day to deliver on that goal
are our 18,000 Knight Ridder employees, and I thank them
profoundly for their efforts.

o, it

P. Anthony Ridder
Chairman and Chief Executive Officer



Questions & Answers

CuarrMAN AND CEO ToNy R1DDER AND NEWSPAPER D1viISION PRESIDENT STEVE ROSSI SHARE THEIR

THOUGHTS ON THE BUSINESS.

With overall ad revenue
for the vear up 1.1%,
vou’re climbing back
after the recession.

Can you tell me a iittlie
about the year?

¥ For the year, retail was up 0.8% and
national was up 10.3%, but classified
was down 1.9%. Within classified, real
estate was strong, up 9.9%, auto was up
0.5% and help wanted was off 14.0%.

The problem in 2003, as was the
case the previous two years, was help
wanted. Our large markets have been
particularly hard hit by the nationwide
downturn in hiring. Unemployment
levels of approximately 6% throughout
2003 drove the adverse impact:
Philadelphia help wanted was down
19.2%, Kansas City was down 16.2%
and San Jose, where the unemployment
level fluctuated between 8.8% and

7.2%, was down 33.1%. All of our other
large markets were soft as well,
although Fort Worth turned sharply
positive in the fourth quarter.

Will help wanted
improve this year?

9 We hope so. With the national
economy showing increasing strength,
and with a pickup in both the sales of
Silicon Valley products and venture
capital spending, we are guardedly
optimistic. However, before we
commit to a higher increase, we need
to see job creation in the economic
recovery. We have budgeted up
modestly for the year in this category.
For total classified and for total ad
revenue, we are budgeting an increase

in the mid single digits.

CAPITAL SPENDING *Estimated
In millions of dollars

MAJOR CAPITAL EXPENDITURES IN
2003 INCLUDED CONSTRUCTION STARTS
FOr Kansas Crty aAND DETROIT.
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SHARE REPURCHASES

In millions of shares

WE HAVE REPURCHASED AN AVERAGE
OF 4.8 MILLION SHARES ANNUALLY
OVER THE PAST FIVE YEARS,
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OK, so tell me about
retail. What caused that
to be up for the year?

» Many retail segments were strong,
Office supplies, home improvement,
drugstores and general merchandise
were all up for the year. Preprint
revenue was up 12.4% on a volume
increase of 9.7%. The combined effect
permitted retail to be positive in 2003,
and for the same reason, we expect it to
be up in the mid single digits in 2004.

But there was a problem last year,
and it can be summed up in two words:
department stores. After a decent
enough start to the year (excepting
March, with the war in Irag), retail
declined in May (down 2.4%), and the
reason was department stores. Their
problem, national in scope, is
deteriorating sales in the face of
competition from stores like Wal-Mart
and Target, to name only two.
Traditional department stores — e.g.,
Macy’s, The May Department Stores
Company and Dillard’s - are realigning
and redefining themselves in the wake
of the increased competition.

All of our large markets, and several
of our medium-sized and smaller ones,
have traditional department stores.
Altogether, they have accounted for
roughly 13% of our retail revenue. We
have responded to this challenge by
forming a national group to work with
the major chains and propose new and
different image-advertising approaches
for print and preprints. We have seen
some positive movement as a result,
but this issue will not go away soon.




Well, then, | guess
we shouldn’t
overlook national.
What about it?

3 National was up 10.3% for the year,
and it was strong in all four quarters,
although the second and the third
were best. Reasons for the strength
include advertiser recognition that
newspapers (unlike television and
cable) remain a genuine mass medium,
and a push for better service and new
categories on the part of the industry.

Still, our old standbys did not let us
down. Telecommunications for the year
was up 20.7% and computers were up
8.8% in our major markets. National
auto, financial and pharmaceuticals
were also strong. Of the major
categories, only travel was a little
light — still lagging some in the wake
of the 9/11 aftermath,

For 2004, we see another good vear,
with increases in the mid single digits.

Remind me again

about your new revenue
initiatives. Is it true you
are projecting they will
contribute $30 million
in incremental

revenue this year?

» Yes. While the overall potential
seems to us considerably larger, we
have identified the $30 million as a
target for the first year out of the box.
The new revenue initiatives are the
result of work by some 100 of our best
and brightest. They formed nine teams
to examine closely the specific
potential in national, automotive and
help wanted advertising, and in
expanded sales forces, paid content,
niche publications, retail majors and
ROP zoning,

Early last fall, the teams made
multiple recommendations in each
area. For example, in help wanted they
suggested more targeted zoning, job
guides in our top eight markets, an
updated online product portfolio, a
national job fair coordinator, a national
recruitment manager to pursue multi-
market opportunities, a team to
pursue a national health care
opportunity, added sales staff in the
top markets, several other varieties of
sales pressure and a uniform, package-
based pricing structure. We are
working on implementation now.

In alarger, cross-disciplinary sense,
the teams made many recommenda-
tions for the kinds of niche publica-
tions that can secure advertising
dollars now going to print products
outside the local metro newspaper -
weeklies, suburbans, shoppers, real
estate, employment and apartment
guides, ethnic publications, etc. They
focused heavily on opportunities with
pricing incentives, frequency packages

and micro-zoning as well.
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# At the corporate level, in response to
the rapidly evolving retail and national
environments, we are expanding the
corporate marketing staff. We now have
executive focus on some of the major
advertiser groups and have increased
staff (business analysis, creative) as well.
This infrastructure expansion
combines with our new revenue
initiatives to help build market share by
growing revenue faster than market
growth on a “dashboard” of indicators.
These include market health, retail/

service sales and competitive activity,
and by this measure, the bulk of our
markets improved share in 2003,
Further growth in 2004 is a primary
corporate goal.

What’s happening
with costs? Can you
keep the lid on?

» We absolutely can - and will. In
2003, overall costs were up just 2.5% —
despite a rise in newsprint costs of
5.6% and a rise in benefit costs of
19.6%. FTEs for the year were down
1.6%, following declines in 2001 of
7.5% and in 2002 of 7.3%.

We view cost discipline as a
process, not an event. In the latter part
of 2002, we launched the Operations
Task Force to identify savings that
could be applied companywide. All last
year, teams investigated eight areas of
opportunity: vendor management,
content, production, technology,
people (staffing, organizational
structures, benefits), administration,

circulation and smaller papers.

DIVIDENDS PER SHARE

From continuing operations

THE DIVIDEND PER SHARE WAS
INCREASED FROM $0.27 IN LATE 2002
TO $0.32 IN 2003, AN 18.5% INCREASE.
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The teams reported back last fall
with literally dozens of recommen-
dations, everything from making
incremental web-width reductions to
re-bidding the TV books to optimizing
remittance processing to bench-
marking the use of sales pressure
dollars to completing the rollout of
prepaid transient advertising. Some of
this was implemented immediately,
contributing to lower costs in 2003.
Much more is being implemented now:
In a year when many companies face
sustained high cost increases for
health benefits, ours will be flat due to
steps taken last year.

In total, we anticipate incremental
savings of more than $55 million this
year (on top of nearly $14 mitlion
generated by the same task force in
2003). FTEs should be down another
0.§%, with the core down 1.0% but
with another 0.5% added back for
various new revenue initiatives. We
also anticipate increases in newsprint
and benefits, mostly from pension and
post-retirement, in the high single
digits and mid single digits,
respectively. All of this is “baked into”
our overall estimate for 2004 of cost
increases in the low single digits.

Tell me about
circulation plans.

» Circulation growth remains
another primary goal of the company.
As you know, we were up
companywide daily and Sunday in
2002, and then again in 2003 if you
exclude the Detroit and Fort Wayne
markets, where we have joint
operating agreements (and where
operating conditions vary substantially
from our other markets). Without the

JOA markets, we were up 1,781 copies

daily and 7,002 copies Sunday. With
them, we were down 15,968 copies
daily and 3,613 copies Sunday.

This year, we intend to grow again.

Our plans for achieving growth
a third year in a row include telemar-
keting and selective discounting, along
with increased use of crew sales,
kiosks, single-copy insert coupons and
direct mail promotion. Although the
specific tools will vary by market, we
will likely use all but telemarketing
more than in the past - reason being
that the recently enacted federal do-
not-call list limits telephone contact.
Two favorable factors are: (a) not
everyone will put him/herself on the
list, and (b) previous customers, i.e.,
former subscribers, are defined as
having an existing relationship with
the newspaper, thus permitting calls
for an 18-month period.

It looks like Knight
Ridder Digital had
a darn good year.
Can you give me a
little color? Is the
momentum
sustainable?

» Knight Ridder Digital (KRD) had a
very good vear indeed. Revenue of
$79.7 million was up 44.2%. Operating
profit was $15.2 million compared with
a loss of $8.9 million the previous year.
KRD unique visitors averaged 8.0
million, up 19.0% over 2002. Real
Cities unique visitors averaged 16
million, up 31.2% - a combination of
organic growth and the addition of 27
affiliate market sites.

The good results reflect year-over-
year increases in all of KRD’s
revenue streams: recruitment, which
comprises almost 40% of the total,
was up 37%; banners and sponsorships,
which comprises another 15% of the
total, was up 38%. Auto (15% of the
total) was up 60% and other classified/
retail advertising (22% of the total)
was up 168%.

KRD management is very focused,
and its strategy — to grow revenue
share from existing customers, to
acquire new customers and to build on
its profitability — does not waver. In
2003, for example, the sales emphasis
in recruitment evolved from simple
bundled “upsells” (i.e., selling a print
customer into a short-term online ad)
to selling the higher value 30-day
online job ad bundled with print.

The impact on revenue growth was
profound. Late in the year, cars.com,
the auto Web site that KRD shares
with five other publishers, reached an
agreement to become an exclusive
affiliate of Kelley Blue Book
beginning in 2004. Based on current
estimates, the full impact of this deal
applied to cars.com’s February traffic
would result in traffic levels about the
same size as AutoTrader, one of our
leading competitors for auto dealer
advertising online.

CareerBuilder (CB), the online
employment service that we own
jointly with Gannett Co. Inc. and
Tribune Co., saw network revenue rise
by 48.1% (the network is all online
products branded as “CareerBuilder,”
sold by the newspapers and
CareerBuilder). Among the three
major employment sites on the Web,
CB revenue jumped from 20% to 26%,
placing it second only to Monster —
which lost an equal amount of revenue
share in 2003. With the AOL and




MSN traffic deals launched in
December, it is likely that CB’s share
of audience will equal Monster’s by
early in 2004. With its many
advantages, we see no reason that
CB cannot become the leading
recruitment site on the Web.
And relatively soon.

In all respects, we foresee another
very strong year for KRD in 2004.

What about allocation
of cash? Your financial
priorities?

3 Knight Ridder generates roughly
$300 million in net free cash flow
[net income + depreciation and
amortization + proceeds from stock
option exercises and stock purchase
plan — capital expenditures -
dividends]. Our priorities for its use
have been consistent: (1) Buy back
shares, (2) Invest in businesses (e.g.,
shoppers, suburban newspapers, niche
publications, direct marketing) that
reinforce the core franchise in our large
markets, and (3) Invest in the Internet.
Over the past several years, we have
accomplished much in each area,
including the purchase of shoppers in
Philadelphia and suburban newspapers
in Contra Costa and Kansas City, the
creation of several niche publications
in Miami and the acquisition of a
direct marketing company in Fort
Worth. We also acquired our one-third
interest in both CareerBuilder and
Headhunter.net,

I

Even so, nothing has been as
consistent or as meaningful to the
bottom line as our share repurchase
program. Since 1999, our net shares
outstanding have declined by 15%. In
the past year alone, we reduced
common shares outstanding by 2.5
million shares, leaving 79.3 million
outstanding. Our goal remains to
purchase annually at least as many
shares as the approximately 1.5 million
we issue. In fact, the pattern has been

to buy significantly more than that.

How do you assure
adequate leadership
going forward?

» People management, including
training and development, has our
most urgent attention, We have
intensified our emphasis on having
high-potential successors in place

for all key jobs. The company
maintains programs for circulation
and newsroom management, for
executive development and for
coaching/mentoring throughout the
organization. We emphasize diversity
in all that we do, driving to ensure that
women and minorities are well
represented in our management ranks;
we have achieved industrywide
recognition for success in this. At the
heart of our efforts each year is a
leadership development review that
examines individually the progress and
developmental needs of some 675
high-potential individuals. We also
rank our management teams to ensure
that we focus on the strongest and
weakest links so that we are ever

improving the talent pool.

What is the outlook for
newsprint and other
vital financial statistics?

» With one price hike of $50/ton
already announced, we continue to
believe that the average cost of
newsprint for all of 2004 will rise in the
low double digits, but that savings in ink
and supplements will bring the increase
on the newsprint, ink and supplements
line down to high single digits.

‘With FTEs anticipated down about
0.5%, we expect labor to be up in the
mid single digits. Health care costs will
be flat, but pension costs will be up
approximately $20 million. This
reflects primarily a lower discount rate
(moving from 6.75% to 6.25%) and a
lower return-on-asset assumption
(moving from 9% to 8.75%). We expect
other operating costs to be up slightly,
D&A to be down in the mid single
digits and the tax rate to be about 38%.
Capital expenditures including Detroit
will be about $150 million. (A new
Kansas City plant will see heavy
construction in 2004.)

DIVIDENDS AS A

PERCENTAGE OF EARNINGS
From continuing operations

IN MID-2003, THE DIVIDEND WAS
INCREASED FROM $.27 TO $.32 PER
QUARTER, AN 18.5% INCREASE.

- — 93 565%

y —— 03325%
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KNIGHT RIDDER HAS 31 DAILY NEWSPAPERS IN 28 MARKETS. THE LARGEST MARKETS AND THEIR NEWSPAPERS ARE
Twue PHILADELPHIA INQUIRER AND PHILADELPHIA DAILY NEWs, THE M1aM1 HERALD AND EL NUEVO HERALD,

San JosE MERCURY NEws, DETROIT FREE PRrESS, THE Kans

AS CITY STAR, FORT WORTH STAR-TELEGRAM,

THaE CHARLOTTE OBSERVER, CONTRA CosTA TiMES, ST. PAUL PIONEER PRESS AND AKRON BEACON JOURNAL.

Together, these nine markets (excluding Detroit, where
Knight Ridder owns the Detroit Free Press and Gannett
owns The Detroit News in a joint operating agreement)
comprise approximately 74% of the company’s revenue and
79% of its operating profits.

Newspapers receive approximately 77% of their revenue
from print and online advertising, 19% from circulation and
the balance from other sources. Advertising revenue is
divided into three sectors: retail (local), national and
classified. In 2003, retail accounted for 49.9% of the total.
National was 14.9%. Classified was 35.2%. Within classified,
we track four segments: employment, auto, real estate and
other. In 2003, employment accounted for 25.7% of total
classified. Auto was 33.4%. Real estate was 24.9%.

To reach more targeted audiences, a number of our
newspapers publish ethnic, or youth-oriented, or special
interest publications as well. Audiences for these “noncore”
publications are growing rapidly.

Each of Knight Ridder’s newspapers is operated by local
management and is editorially independent. All are
supported by the company’s Washington Bureau (providing
national news and reports from 14 foreign correspondents)
and by the Knight Ridder/Tribune wire (providing

supplemental news, graphics and photographic services). For

all Knight Ridder newspapers, quality journalism is a high
priority and unwavering tradition. The company was
founded in 1974, through a merger of Knight Newspapers
and Ridder Publications. John S. Knight, the new company’s
editorial chairman, was famous for his diccum: “There is no
higher title than editor.”

While definitions of “quality” journalism can vary, we
believe in 2 combination of investigative/public service
projects and everyday utility, i.e., service-oriented journalism
that helps people live their daily lives.

To guide our editors in delivering on both, and to
measure their success, we have created through reader
research seven tenets of good journalism. These include: (1)
Watchdog ~ Does the paper do a good job of guarding the
public trust? (2) Trust — Is it trustworthy, credible? (3) People
Like Me — When I read the paper, can I identify with at least
enough of who's written about that I feel it’s a paper for me?
(4) First and Only — Am I seeing things first in my paper? Is
the content unique? (5) Utility - Does the newspaper help me
live my life, with everything from gardening tips to movie
time clocks to investment advice? (6) Easy to Use — Can 1
find what I want simply and quickly? (7) Story Telling — Is
the writing compelling? Do the articles draw me in and keep

me engaged?

NEWSPRINT CONSUMPTION In thousands of metric tons

NEWSPRINT CONSUMPTION WAS FLAT IN 2003.
APPROXIMATELY 54% OF OUR NEWSPRINT IS FROM
RECYCLED PRODUCTS.

— 03647

— 93 564

STOCK PRICE End of year closing price

STOCK PRICE REMAINED HIGH IN 2002 AND 2003 DESPITE
U.S. RECESSIONARY FEARS.

03 76.09

— 9329.69
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Each year, we measure the progress of our papers, collectively and individually, in meeting readers’ expectations on each of
the seven tenets. In the pages that follow, we present a few examples of the best of Knight Ridder’s 2003 “watchdog”
journalism — the category that, for many, most nobly reflects a newspaper’s mission in its community.

The following table presents for each newspaper the average daily and Sunday circulation and City Zone household

coverage for the 2003 audit year and the advertising volume for the vear ended Dec. 28, 2003.

ADVERTISING VOLUME
(IN 000S OF SIX-COLUMN INCHES) CITY ZONE
RUN-OF-PRESS HOUSEHOLD
CIRCULATION* FULL-RUN FACTORED PENETRATION %*
PUBLICATION DAILY  SUNDAY RETAIL NATIONAL CLASSIFIED PART-RUN DAILY SUNDAY ABC
Aberdeen American News 16,315 18,072 432.4 17.7 227.1 29.7 69.1% 78.1%
Akron Beacon Journal 143,575 185,755 452.1 168.2 920.5 12.3 50.0% 63.2%
Belleville News-Democratf 53,958 64,170 452.8 28.5 502.6 34.8 48.1% 58.8%
The (Biloxi) Sun Heraldt 48,145 56,093 505.1 12.3 604.6 0.6 42.3% 49.5%
Bradenton Heraldt 44,651 52,258 562.1 50.7 639.3 23.2 40.1% 46.3%
The Charlotte Observert 235,469 291,177 656.8 177.4 850.2 282.6 43.4% 53.2%
The (Columbia) Statef 117,866 152,797 486.9 §3.1 682.6 13.2 39.1% 53.6%
Columbus Ledger-Enquirer 46,781 57,656 438.3 32.5 719.8 27.1 39.5% 49.0%
Contra Costa Times? 183,307 192,771 661.5 215.2 718.8 42.9% 45.2%
Detroit Free Press@ ® 366,206 727,618 381.3 182.5 6o1.2 16.1% 32.7%
Duluth News Tribune 46,160 69,369 308.9 27.0 421.1 4.3 48.4% 67.5%
The (Fort Wayne) News-Sentinel-PMf © 45,640 540.5 63.2 759.8 100.9 27.4%
Fort Worth Star-Telegram 235,917 329,739 819.0 160.5 - 1,2871 184.4 33.0% 46.1%
Grand Forks Herald 32,807 34,080 279.4 28.4 225.7 9.7 57.9% 60.8%
The Kansas City Star 271,448 382,540 703.4 188.9 1,093.1 73.5 36.8% 50.8%
Lexington Herald-Leadert 117,503 148,084 546.7 52.5 597.5 85.0 44.2% 55.8%
The Macon Telegraph 65,923 87,337 368.1 28.3 630.4 70.§ 36.4% 47.6%
(Miami) el Nuevo Herald 89,244 98,635 185.5 45.5 151.0 9.8% 10.8%
The Miami Herald 316,158 431,654 788.1 378.6 901.2 370.0 24.4% 34.6%
The Monterey County Herald 35,040 38,275 427.7 14.5 429.9 53.6% 59.2%
The (Myrtle Beach) Sun News 49,958 59,592 501.4 32.4 675.3 21.§ 57.7% 71.6%
Philadelphia Daily News @ 150,429 248.2 94.7 472.0 15.5%
The Philadelphia Inquirer 380,207 758,327 654.0 297.7 545.7 415.9 16.9% 36.6%
St. Paul Pioneer Press 187,831 251,765 530.6 143.3 626.1° 26.3 31.7% 42.8%
San Jose Mercury News 274,382 304,814 1,029.0 316.1  1,084.4 61.0 36.8% 41.5%
The (San Luis Obispo) Tribune 39,286 44,918 483.1 14.7 559.7 24.9 42.9% 46.0%
(State College) Centre Daily Timesf 25,522 33,180 354.5 8.6 369.0 3.1 47.4% 57.4%
Tallahassee Democrat 50,139 65,791 474.8 24.0 527.0 0.9 37.0% 46.4%
The Wichita Eaglet 90,390 150,750 360.3 39.8 502.3 125.1 39.3% 60.0%
(Wilkes-Barre) Times Leadert 44,705 64,261 328.0 34.1 711.8 13.4 41.5% 49.5%
Totals/Averages 3,804,962 §,151,478 39.0% 50.5%

* Crrculation numbers are based on the most recent ABC audst. Darly penetration is computed based on the weghted average of daily circulation, as reported
20 the ABC. On average, 72.2% of datly circulation and 67.8% of Sunday circulation were bome-delvered in 2003.
T 2003 ABC andit not yet finalized: 2002 ABC audit 7s used.

(@) Knight Ridder reports 100% of the total circuliation for the darly Free Press and 100% of the combined Sunday edition. The average datly circulation figure
21 this table includes only Monday through Friday, because the Saturday paper is 2 combined edition. The JOA partner (The Detrodt News-PM) bad
circulation of 226,257 daily. Linage statistics include 50% of both papers.

(8) This tuble provides linage totals for Knight Ridders share of the Detrost Newspapers FOA. However, Knight Ridder’ share of advertising linage for
Detrort Newspapers 75 excluded from the consolidated advertising linage statistres in other parts of this report to be consistent with revenue totals. Under
Financial Accounting Standards Board (FASEB) guidelines, Knight Ridders share of Detroit Newspapers revenue and expenses is shown as a net amount in
the ‘other revenue” line.

(0) The News-Sentinel does not publish a Sunday edition. The JOA partner (The Fournal Gazette-AM) bad daily circulation of 60,662 and Sunday circulation
0f 128,538, Linage statistics tnclude both papers.

(@) The Philadefpbia Darly News does noz publish 2 Sunday edition. Philadelphiz Newspapers reports factored part-run volume on 4 combined basts.
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K~N16HT RIDDER’S NEWSPAPERS HELP READERS IN THEIR DAILY LIVES. COMPELLING WRITING, PHOTOGRAPHS AND
INFOGRAPHICS TELL STORIES THAT ARE EASY TO UNDERSTAND, USEFUL AND FREQUENTLY GROUNDBREAKING.

NEWSPAPERS TAKE VERY SERIOUSLY THEIR ROLE AS PUBLIC WATCHDOG. JOURNALISTS STRIVE TO OFFER INSIGHTFUL

COVERAGE OF BEHIND-THE-SCENES ACTIVITIES THAT IMPACT THE COMMUNITY. SOME OF THE MOST IMPORTANT WORK

FOCUSES ON SITUATIONS THAT CAN BE IMPROVED.

Who’s Watching These Criminals?
More than two dozen Kansans were killed in the past four
years by convicts freed on parole, The Wichita Eagle reported.
More than a third had broken contact with their parole
officers — and the state had made little effort to find them.
In response, the Kansas attorney general created a task
force to track down the most dangerous of nearly soo
violators. By year end, 48 were in custody.
The Eagle’s three-year fight for public records under the
Freedom of Information Act ended in a landmark decision
by the Kansas Supreme Court.

Read stories at wwwkri.com/greatstories (click on The
Wichita Eagle).

Lead’s Toxic Toll

More than 22,000 Michigan children are among 2.5 million
Americans with lead poisoning. A Detroit Free Press
investigation found a national strategy that is bureaucrat-
ically tangled and too limited.

Throughout metro Detroit, Free Press sampling found
heavily contaminated soil, the legacy of factories and leaded
gasoline. Few neighborhoods have been cleaned up. Few
children are tested — despite the fact that early detection can
avert damage.

Read stories at wwwkri.com/greatstories (click on
Detroit Free Press).

Reporting the War

When U.S. troops invaded Iraq, 47 Knight Ridder journalists
were deployed in the war zone. With its 31 daily papers,
Knight Ridder serves more communities with military bases
than any other media organization. For these readers, the
war was very close to home.

In addition to outstanding coverage of front-line action
and the strategic maneuvering directing those efforts,
Knight Ridder offered something unique. Portraits of War
paired sketches by Detroit Free Press graphic artist Rich
Johnson with word portraits by writer Jeff Seidel.

Read stories at www.kri.com/greatstories (click on KR
War Coverage) and at www.KRWashington.com.

Prescription for Pain
An explosion of prescription drug abuse in Appalachian
Kentucky has corrupted lives and institutions. Nearly half a
ton of narcotics — almost three-quarters of a pound for every
adult — made its way to six small mountain counties from
1998 to 2001, the Lexington Herald-Leader reported.

Drugstores, hospitals and other legal outlets received
more prescription painkillers per capita than anywhere else
in the country. The legal drugs don’t stay legal for long.

Response was strong: $8 million in federal funds to fund
the fight; revival of a drug monitoring system; revitalization
of community efforts.

Read stories at www.kri.com/greatstories (click on
Lexington Herald-Leader).

‘Off-Label’ Drugs Kill

Patients are being injured and killed as doctors routinely
prescribe drugs in ways the U.S. Food and Drug
Administration never approved. The number of “off-label”
prescriptions has nearly doubled in five years, the Knight
Ridder Washington Bureau found.

Although the practice is defended by the medical
profession, FDA data suggests that at least 8,000 people
became seriously ill last year as a result of “off-label” usage.

Read stories at wwwkri.com/greatstories (click on KR
‘Washington Bureau).

Here They Come
San Luis Obispo, on California’s Central Coast, is expecting a
boom. Over the next 15 years, its population will grow by 40
percent — despite having the nation’s fourth least-affordable
housing. The area struggles now: young families move away;
companies can'’t recruit workers and are forced to leave.

The Tribune worked with a land-use planner to construct
a picture of what lies ahead. It explored various approaches
to controlling growth. Community leaders and public
officials used Our County’s Next 100,000 to launch revisions to
city and county housing plans.

Read stories at wwwkri.com/greatstories {click on The
(San Luis Obispo) Tribune].
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GROWING STRONGLY AND SOLIDLY PROFITABLE, KNIGHT RIDDER DicITAL (KRD), THE COMPANY’S
ONLINE SUBSIDIARY, REPRESENTS ONE OF THE LARGEST AND MOST AMBITIOUS WEB PRESENCES OF ANY

NEWSPAPER PUBLISHER.

KRD operates 31 Web sites, 29 of
which are regional information
resources in the markets where Knight
Ridder has newspapers. It manages the
Real Cities Network of 102 Web sites,
including all of Knight Ridder’s sites
plus 71 affiliate sites. KRD also has
oversight responsibility for Knight
Ridder’s interest in two continuing
online joint ventures: CareerBuilder
LLC, an online recruitment service
owned jointly with Gannett Co. Inc.
and Tribune Co., and Classified
Ventures LI.C, a consortium of six
publishers that operates online
services for automabiles (cars.com)
and real estate (Apartments.com,
among others). KRD also manages
Knight Ridder’s investments in new
online ventures, such as a minority
interest in Tribe Networks Inc., a

KRD REVENUE
In millions of dollars

KRD HAD RECORD LEVELS OF REVENUE
IN 2003,

000
000000
CHOOGODOO

social-networking service with an
emphasis on online classifieds.

In 2003, KRD?s first fully profitable
year, revenue was $79.7 million, up
44.2% from the previous year, with
profits of $15.2 million. Approximately
40% of revenue came from
recruitment advertising, the great bulk
of it from “upselling” print ads to
online. Another 15% of the revenue
came from local and/or national
banners or sponsorships; 15% came
from automotive; and the balance was
divided between other classified, other
retail and content syndication. While
newspaper salespeople are primarily
responsible for the “upsells,” KRD’s
own sales force sells the remainder.

The depth of local information on
KRD’s sites is unrivaled on the Web.
Local news, sports, lifestyle, travel,
entertainment guides and listings,
shopping information and online
versions of newspaper ads and coupons

~ all add timeliness, depth and

— 03797

— 981779

interactivity to strong local newspaper
offerings on the Web. In classifieds, the
CareerBuilder, cars.com, real estate and
other channels combine print and
online in unique and powerful ways. Ad
listings are surrounded by content (auto
information, school test scores, online
guest books, photographs and virtual
tours) that enhances their value to users
and advertisers.

This comprehensive news and
advertising content drove strong
growth in unique visitors. In 2003,
average monthly unique visitors to
KRD’s Web sites increased 19.0%,
to 8.0 million.

The Real Cities Network is one of
the top news and information entities
on the Web, and is the largest with an
intense local focus. Average monthly
unique visitors increased 31.2% in 2003,

to 16.0 million. This “national network



of local sites” is very attractive to
advertisers and continues to attract
new affiliates. In 2003, Real Cities
added 27 sites representing Ottaway
Newspapers, Inc., MediaNews Group
Inc., Pulitzer Publishing Co., the
Chicago Sun-Times, The Florida
Times-Union and Hawaii.com. The
network now covers 21 of the nation’s
top 30 markets.

CareerBuilder, the nation’s second-
largest online recruitment service,
continues to strengthen both its share
of audience and its revenue,
challenging Monster for leadership.
Traffic agreements with AOL and
MSN that launched in December 2003
are expected to give it an audience
share roughly equal to that of Monster
in 2004. CareerBuilder’s 2003 network
revenue was $160 million, up 48.1%
from $108 million the previous year,
and it continues to be cash-flow

positive. (The CareerBuilder
“network” comprises everything online
under the CareerBuilder brand name:
all listings generated by Knight Ridder,
Gannett and Tribune newspapers as
well as listings sold in additional
markets by the CareerBuilder sales
force.) Backed by the newspapers

of its three controlling partners,
CareerBuilder offers a unique range of
print and online products that deliver
powerful, convenient and cost-
effective solutions to employers while
providing the greatest depth and
breadth of local employment offerings
to consumers,

In the real estate and automotive

categories, both supported by Classified

Ventures, we continued to advance.
KRD’s Apartments.com and other CV
real estate revenues grew by 62%, while

KRD UNIQUE VISITORS

In millions

KRD SsAW SOLID GROWTH FROM NEW
VISITORS IN 2003.

cars.com revenue grew by 38%. In 2004,
Kelley Blue Book (KBB) will become
the exclusive provider of used-vehicle-
value information on cars.com, and
cars.com will exclusively power KBB’s
Blue Book Classifieds and Buy Used
channels. We continue to expand the
local sales force for cars.com, invest in
dealer marketing, target nonfranchise
dealers and increase our efforts with
“For Sale by Owner.”

For 2004, KRD's goals are clear:
continue to grow revenue share from
existing customers, acquire new
customers and build on 2003’
profitability. In addition to continuing
to grow its primary business lines,
KRD is exploring consumer targeting
and direct marketing through site
registration, e-mail and other
mechanisms. Local shopping search
capability, online personal ads,
enhanced Web-enabled private-party
classifieds and investments such as
Tribe are all potential revenue
opportunities for KRD.
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KN1GHT RIDDER IS A COMMUNICATIONS COMPANY ENGAGED IN NEWSPAPER PUBLISHING, NEWS AND INFORMATION
SERVICES, ELECTRONIC RETRIEVAL SERVICES, AND GRAPHICS AND PHOTO SERVICES. IT PUBLISHES 31 DAILY
NEWSPAPERS IN THE UNITED STATES THAT REACH 87 MILLION READERS EVERY DAY, AND MORE THAN 100 AFFILIATED

REAL CITIES REGIONAL WEB SITES.

Knight Ridder Strategy

3To be the dominant provider of news, information and
advertising, in print and online, in our markets

3To perform financially within the top tier of our industry

»To outperform the industry in Total Shareholder Return
(stock price appreciation plus dividends)

Values

Our historic mission, to inform our communities, is a
privilege, responsibility and source of competitive strength.
We will be worthy of its First Amendment protection. Our
commitment to our customers and to the people of Knight
Ridder is fundamental to our success. We will reflect the
diversity of the audiences we serve, including viewpoints

and cultures, in our content and in our work forces.

The Company
Knight-Ridder Inc. was formed in 1974 by a merger between
Knight Newspapers Inc. and Ridder Publications Inc.

In 1903, Charles Landon Knight purchased the Akron
Beacon Journal. Knight Newspapers was founded by John S.
Knight, who inherited the Beacon Journal from his father in
1933. Ridder Publications was founded in 1892 when Herman
Ridder acquired the German-language Staats-Zeitung in
New York. Both groups flourished, each taking its stock
public in 1969. The merger created a company with
operations coast to coast.

Knight-Ridder Inc. was incorporated in Ohio in 1974.
The company was reincorporated in Florida in 1976. Knight-
Ridder Inc., which does business under the name Knight
Ridder, is headquartered in San Jose, Calif.

The Knight Ridder Promise

To AssURE THAT KNIGHT RIDDER REMAINS A LANDMARK COMPANY WHOSE SOCIAL CONTRIBUTIONS AND CORPORATE
PROSPERITY WITHSTAND THE TEST OF TIME, WE ARE PLEDGED TO PROVIDE ENDURING VALUE TO OUR CUSTOMERS,

PEOPLE, SHAREHOLDERS AND COMMUNITIES. OUR FUTURE RESTS WITH ALL OF YOU.

THEREFORE, WE MAKE THESE PROMISES...

To Qur Customers...

We promise to be passionate about serving you. To our
readers, we promise content that matters to your daily lives —
honest, fair, interesting and useful news, information and
advertising. To our advertisers, we promise reach and results
to help you succeed.

To Our People...

‘We promise to help you develop, to show you respect, to
reward you fairly, to provide a workplace in which individual
differences are valued. We promise the opportunity to
contribute to an ennobling enterprise that is dedicated to

preserving the vigor of our democracy.

To Our Shareholders...

We promise an attractive return that is competitive with
peer companies, and a commitment to sound financial
practices, consistent economic growth and innovative

responses to market opportunities.

To Qur Communiiies...

We promise to foster economic and social health through
good citizenship, through volunteer and financial support for
causes that enhance the community’s quality of life, and by
providing valuable news, information and advertising to the

citizens we serve.
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PART |

item 1. Business
GENERAL
Knight Ridder was formed in 1974 by a merger between Knight
Newspapers, Inc. and Ridder Publications, Inc. Knight Ridder
was reincorporated in Florida in 1976 and along with its
consolidated subsidiaries is referred to collectively in this
Report on Form 10-K as “we,” “our” and “us.”

We are the nation’s second-largest newspaper publisher based
on circulation, with products in print and online. We publish
31 daily newspapers in 28 US. markets, with a readership of
8.7 million daily and 12.6 million on Sunday. We also have invest-
ments in Internet and newsprint mill companies. Our Internet
operation, Knight Ridder Digital (KRD), develops and manages
our online properties. It is the founder and operator of Real
Cities (www.Realcities.com), the largest national network of city
and regional Web sites in more than 105 U.S. markets. Financial
information about our business segments is provided in Note 5.
Business Segments to the accompanying consolidated financial
statements, included in this Form 10-K.

Our executive ofhces are located at 50 West San Fernando
Street, Suite 1500, San Jose, California 95113, and our telephone
number at this address is (408) 938-7700.

REeceENT EVENTS

On May 3, 2003, we amended our agreement with the Journal
Gazette Company to extend our joint operating agreement in
Fort Wayne, Indiana, to the year 2050. Under the amended
terms, we increased our parcnership interest from 55% to 75%.
The joint operating agreement governs the partnership and
operation of the Fort Wayne Newspapers Agency which handles
advertising sales, printing, distribution and administration of
the two daily newspapers.

In August 2003, CareerBuilder LLC (CareerBuilder), a joint
venture with Gannett Co., Inc. and Tribune Co. entered into
multiyear agreements to be the exclusive employment content
provider to America Online and MSN. The America Online
agreement began in mid-December 2003 and the MSN
agreement began in January 2004. CareerBuilder will power
the Career and Jobs areas of several America Online Brands
and receive promotion on Time, Inc. and www.CNN.com.
The MSN agreement will bring more high-quality job seekers
to prospective employers by combining the vast consumer
reach of MSN with CareerBuilder.com’s wide network of
national, local, industry and niche audiences.

The groundbreaking for new production plants in Kansas
City and Detroit occurred in 2003. The Kansas City production
plant is scheduled for completion in 2006 at a total cost of
approximately $200 million. The Detroit production plant
(a joint project with Gannett Co.) is scheduled for completion
in 2005. Our share of the cost of the Detroit plant is approxi-
mately $89 million.

History

Charles Landon Knight purchased the Akron Beacon Journal
in 1903. Knight Newspapers was founded by John S. Knight,
who inherited the Beacon Journal from his father in 1933.
Ridder Publications was founded in 1892 when Herman
Ridder acquired the German-language Staats-Zeitung in New
York. Both groups flourished, each taking its stock public in
1969. The 1974 merger created a company with operations
coast-to-coast.

In December 1986, we acquired all of the outstanding shares
of The State-Record Company. The State-Record Company
acquisition included six daily and two non-daily newspapers
in seven communities in South Carolina and Mississippi.

In October 1989, we sold our eight VHF network-affiliated
television stations. In October 1995, we acquired all of the
outstanding shares of Lesher Communications, Inc. (Lesher).
Lesher published four daily newspapers in the Contra Costa
and eastern Alameda County markets in the East Bay area

of Northern California. Lesher was renamed Contra Costa
Newspapers, Inc. in November 1995.

Qur Business Information Services Division (BIS),
which was formally established in 1983, produced, distributed
and facilitated the use of finance, general business, science,
technology, transportation and other information by global
business and professional users. In a strategic move to
focus our business on the newspaper industry, we began to
sell the various operations of the BIS Division. In July 1996,
we sold Knight-Ridder Financial, Inc., a global provider of
real-time and archival financial news and pricing information.
In November 1997, we sold Knight-Ridder Information, Inc.,
an online information retrieval company serving business,
scientific, technology, medical, education and media com-
munities worldwide. In April 1998, we sold Technimetrics,

a global provider of investor relations information, business
executive and institutional investor holdings and investor
relations consulting.

In January 1997, we sold our interest in substantially all
of our cable television investments. The balance of the cable
systems was sold in March 1998.

In May 1997, we acquired four newspapers indirectly owned
by The Walt Disney Company. The newspapers are: The Kansas
City Star, the Fort Worth Star-Telegram, the Belleville (Illinois)
News-Democrat and the Times Leader located in Wilkes-Barre,
Pennsylvania. In August 1997, we exchanged our newspaper
located in Boulder, Colorado, the Daily Camera, for two
newspapers owned by E.W. Scripps Co., located in California.
These newspapers are The Herald (Monterey) and The Tribune
(San Luis Obispo).

In 2000, we consolidated all of our Internet operations under
a wholly-owned subsidiary, KRD, formerly KnightRidder.com.
Previously, our Internet activities were reported and managed
as a part of our newspaper operations. KRD controls all of our
online efforts, including the Web sites previously operated
by the newspapers. KRD operates and manages the Real Cities
Network, which consists of all Knight Ridder Web sites and
those of several media affiliates.
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In August 2000, Career Holdings, Inc., a company jointly
controlled by KRD and Tribune Co., acquired CareerBuilder, Inc.
and CareerPath.com, Inc. In November 2001, CareerBuilder, LLC
(formerly Career Holdings, Inc.) acquired Headhunter.net, an
online recruitment and career development business. The acqui-
sition was funded by capital contributions from both Knight
Ridder and Tribune Co. In October 2002, we and Tribune Co.
each sold one-third of our respective interest in CareerBuilder,
to Gannett Co. Inc. Through KRD, we currently own a 33.3%
interest in CareerBuilder.

With the decline in the Internet industry during 2000,
we realigned our focus to strategic Internet businesses that we
believe have synergistic and competitive value. Therefore, in
January 2001, we sold MediaStream, an online photo and graphics
service company. In the first quarter of 2001, we sold our
holdings in InfoSpace, Inc., AT&T, Webvan and other smaller
Internet-related investments. In January 2002, we sold all
of our stock in MatchNet, plc, an online personals service.

On March 3, 2003, we sold our one-third share of InfiNet
Company to Gannett Co. Inc.

ForwARD-LOOKING STATEMENTS

Certain statements in this annual report on Form 10-K are
forward-looking statements. These forward-looking statements
are subject to certain risks and uncertainties that could

cause actual results and events to differ materially from those
anticipated.

Potential risks and uncertainties that could adversely affect
our ability to obtain these results include, without limitation,
the following factors: (a) increased consolidation among major
retailers or other events that may adversely affect business
operations of major customers and depress the level of local
and national advertising; (b) a further economic downturn in
some or all of our principal newspaper markets that may lead to
decreased circulation or decreased local or national advertising;
(¢) a decline in general newspaper readership patterns as a result
of competitive alternative media or other factors; (d) an increase
in newsprint costs over the levels anticipated; (e) labor disputes
or shortages that may cause revenue declines or increased
labor costs; (f) disruptions in electricity and natural gas supplies
and increases in energy costs; (g) increases in health and
welfare costs, pension and post-employment costs and post-
retirement costs; (h) increases in business insurance costs;

(i) the decline in the value of other companies that we invest

in that must be recorded as a charge to earnings; (j) acquisitions
of new businesses or dispositions of existing businesses;

(k) increases in interest or financing costs or availability of credit;
() rapid technological changes and frequent new product
introductions prevalent in electronic publishing, including

the evolution of the Internet; and, (m) acts of war, terrorism,
natural disaster or other events that may adversely affect

our operations or the operations of our key suppliers.
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NEWSPAPERS

We are the nation’s second-largest newspaper publisher based
on circulation. We have 31 daily and 37 nondaily newspapers
in 28 US. markets, with a readership of 8.7 million daily and
12.6 million on Sunday.

Approximately 77% of our newspaper operating revenue
comes from the sale of newspaper advertising. Due to
seasonal factors such as heavier retail selling around Christmas
and Easter, our advertising revenue fluctuates significantly
throughout the year. Consecutive quarterly results are not
uniform or comparable and are not indicative of the results
over an entire year.

Each of our newspapers is operated by local management
appointed by our executive management in San Jose. Each
newspaper manages its Own news coverage, sets its own editorial
policies and establishes local business practices. The basic
business, accounting, financial and reporting policies, however,
are set by the corporate staff. Editorial services and quality
control also are provided by the corporate staff.

Each newspaper is served by the company-owned news
bureau in Washington, D.C. Supplemental news, graphic and
photographic services are provided by Knight Ridder/Tribune.
In 2004, we expanded our news bureau in Sacramento,
California, to merge the staff of the San Jose Mercury News
and the Contra Costa Times, to provide more in-depth
coverage of state affairs.

All of our newspapers compete for advertising and readers’
time and attention with broadcast, satellite and cable television,
the Internet and other computer services, radio, magazines,
suburban newspapers, free shoppers, billboards and direct mail.
In some cases, the newspapers also compete with other news-
papers published in nearby cities and towns — particularly in
Miami, Saint Paul and Fort Worth. In Detroit and Fort Wayne,
we have joint operating agreements with a second newspaper.
Our other newspapers are the only daily and Sunday papers of
general circulation published in their communities.

Our newspapers rely on local sales operations for local retail
and classified advertising. Our larger newspapers are assisted
by our national sales team for retail and national advertising and
the Newspaper National Network and by Newspapers First in
obtaining national advertising. Newspapers First, a national
advertising sales cooperative, is the primary sales representative
for many of our newspapers, many of the leading newspaper
groups and several leading independents. It acts as an interface
to national advertisers across the country. We own 28.9% of the
voting stock of Newspapers First. Newspaper National Network,
the sales arm of the Newspaper Association of America, was
established in 1994 to focus national selling on behalf of the
newspaper industry. It represents all our newspapers and
more than 500 others. Like Newspapers First, it offers one-stop
shopping and “one order, one bill.”




The following newspapers are our largest based on revenue:

THE PHILADELPHIA INQUIRER AND
PriLapeLpHIA DALy NEws
Philadelphia Newspapers, Inc. publishes two of the most
respected and nationally acclaimed newspapers in the country:
The Philadelphia Inquirer and the Philadelphia Daily News.
The Inquirer, Philadelphia’s largest newspaper, long renowned
for its excellence in reporting, has won 18 Pulitzer Prizes.
The Daily News, the city’s second-largest newspaper, is embraced
by readers for its in-depth sports coverage, local investigative
reporting and editorial flair. Both newspapers are available on
the Internet at wwwphilly.com.

The primary market area for these two papers spans
nine counties throughout southeastern Pennsylvania and
southwestern New Jersey. The region contains more than
1.9 million households, making it the nation’s fourth-largest
metropolitan area.

Trae Miam1 HErALD AND EL NUEVO HERALD

The Miami Herald Publishing Co. is Florida’s largest newspaper
company. It publishes The Miami Herald, el Nuevo Herald,
in-flight magazines, hotel tourist books, an apartment real estate
magazine, a free-distribution weekly called StreetMiami, the
Florida Keys Keynoter and The (Tavernier, Florida) Reporter.

The Miami Herald has won 17 Pulitzer Prizes, and it is
sold in South Florida and throughout Latin America and the
Caribbean. el Nuevo Herald, serving the growing number
of Spanish readers in South Florida, is the premier Spanish-
language newspaper in the United States. Both newspapers
are available worldwide through PEPC Worldwide, Newspapers
Direct and the Internet at wwwherald.com.

South Florida, which includes the Miami and Fort
Lauderdale metropolitan areas, is one of the top retail markets
in the United States. Total retail sales surpassed $56 billion
in 2003 and on a per household basis exceeded those of
many major markets, including Chicago, Washington, D.C., and
New Yoik. Tourism is a major driver of the economy in South
Florida, attracting more than 20 million visitors a year from all
over the world.

Tue Kansas City STaR

The Kansas City Star, founded in 1880, is one of the largest news-
papers in the Midwest. The Star has won eight Pulitzer Prizes
and serves the Kansas City metropolitan area, encompassing

11 counties in Missouri and Kansas. The Star is available on the
Internet at wwwKansasCity.com.

NEWSPRINT

‘We consumed approximately 647,000 metric tons of newsprint
in 2003, excluding Detroit. Approximately 13% of our total
operating expenses during the year were for newsprint. Purchases
are made under long-term agreements with 14 newsprint pro-
ducers, éach having one or more newsprint mills. In 2003, we
purchased approximately 67.2% of our newsprint consumption
from 10 mills in the United States, 29.9% from 14 mills in
Canada and 2.9% from other offshore sources. We believe that
the current sources for newsprint are adequate to meet our
current and foreseeable demand.

Approximately 94% of the newsprint we consumed contained
some recycled content. The average content of these rolls
was 57% recycled fiber. This translates into an overall recycled
newsprint average of §4%.

‘We are a one-third partner with Cox Enterprises and Media
General, Inc., in SP Newsprint Co. (SP). SP is the fifth-largest
newsprint manufacturing company in North America. SP’s mill
in Dublin, Georgia, produces more than §65,000 metric tons
per year of 100% recycled-content newsprint. Its plant in
Newberg, Oregon, produces more than 385,000 metric tons
per year of newsprint with at least 40% of recycled content.

SP provides recycled-content newsprint to its owners and more
than 250 publishers and commercial printers. Its SP Recycling
Corp. subsidiary recycles more than r.1 million short tons of
recovered material each year.

We also own a 13.5% equity interest in Ponderay Newsprint
Company in Usk, Washington, which produced more than
261,000 metric tons of newsprint in 2003.

Our ownership in SP and Ponderay provides a hedge
against price volatility for approximately 50% of our newsprint
expense. In 2003, approximately 22% of our total newsprint
consumption was sourced by these two companies. We enter
into firm purchase commitments annually with these two
companies. We estimate these purchase commitments will total
approximately $56 million of newsprint in 2004, at current
market prices.

SHARED SERVICES

We have a Shared Services Center located in Miami, Florida.
Through this operation, which reports directly to our
corporate headquarters, we have centralized the maintenance
of our financial systems and processing, purchasing and
strategic sourcing activities as well as many internal consulting
initiatives for all Knight Ridder companies. Centralized
purchasing includes commodities such as newsprint, ink,
computers/software, newspaper delivery bags, credit card
processing, office supplies, travel, employee relocation

and telecommunications.
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TeECHNOLOGY

We understand the importance of technology in our business to
remain competitive. We are committed to continue enhancing
our existing systems and implementing state of the art systems,
as deemed appropriate. Expense reduction initiatives helped
reduce telecommunications and data transmission costs while
increasing capacity, Working to increase traffic to KRD Web
sites, the newspapers provide integration content to support
marketing and advertising opportunities, such as Web-ID’s

in CareerBuilder, Newspaper Ads Online and Newsstand.

JoiNT OPERATING AGREEMENTS/JOINT VENTURES

KNIGHT RIDDER/TRIBUNE. Knight Ridder/Tribune, a joint venture
of Knight Ridder and Tribune Co., offers stories, graphics, illus-
trations, photos and paginated pages for print publishers; news
animations, graphics and news specials for TV broadcasters; and
Web-ready content for online publishers. Knight Ridder/Tribune
editorial material is produced by all our newspapers, by our

14 foreign correspondents and by 2 number of other newspapers.

Knight Ridder/Tribune introduced a KRT Campus Web site
for college and high school publications, opening up a profitable
new revenue stream for the joint venture and exposing young
journalists to Knight Ridder’s news reporting, photography
and graphics.

We own a 75% equity interest in the FORT WAYNE NEWSPAPERS
AGENcY and consolidate the results of its operations. The
minority shareholders’ interest in the partners’ income has
been reflected as an expense in the Consolidated Statement
of Income in the caption “Minority interest in earnings of
consolidated subsidiaries.” Also included in this caption is a
contractual minority interest resulting from a joint operating
agreement that runs through 2021 between The Miami
Herald Publishing Co. and Cox Newspapers, Inc., covering
the publication of The Herald and The Miami News.
The Miami News ceased publication in 1988.

We own a 50% equity interest in DETROIT NEWSPAPERS (DN),
a joint operating agency between Detroit Free Press, Inc.,
our wholly-owned subsidiary, and The Detroit News, Inc.,
a wholly-owned subsidiary of Gannett Co., Inc. In 1989, business
operations of the Detroit Free Press and The Detroit News
were transferred to DN under a joint operating agreement that
expires in 2089. We show our share of revenue and expenses as
a net amount in the “Other revenue” line. Under our agreement,
we are committed to supply 50% of their annual newsprint
requirements. We intend to fulfill this commitment and we
have the necessary means and resources available to meet
this obligation.

We have an ownership interest in the following companies,
joint ventures and partnerships:

COMPANY % OWNERSHIP INTEREST
CareerBuilder, LLC 33.3
Classified Ventures 20.2
Knight Ridder/Tribune Information Services, Inc. 50.0
Newscom, LLC 50.0
Newspapers First 28.9
Ponderay Newsprint Company 13.5
Seattle Times Company:

Voting Stock 49.5

Nonvoting stock 65.0
SP Newsprint Co. 33.3
Tribe Networks, Inc. 23.6
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EMPLOYEES

We have approximately 18,000 full time equivalent employees
(FTEs), of whom about 28% are represented by 67 local unions
and work under multiyear collective bargaining agreements.
One or more collective bargaining agreements are in effect at
our newspapers in Akron, Detroit, Duluth, Fort Wayne, Grand
Forks, Kansas City, Lexington, Monterey, Philadelphia, Saint
Paul, San Jose, State College and Wichita. These agreements are
normally renegotiated in the years in which they expire. During
2004, there will be negotiations to extend collective bargaining
agreements in Akron, Detroit, Grand Forks, Kansas City, Saint
Paul, State College and Wichita, representing approximately
800 employees.

Risk FacToRrs

CREDIT LossES. We extend unsecured credit to most of our
customers. We recognize that extending credit and setting
appropriate reserves for receivables is largely a subjective
decision based on knowledge of the customer and the industry.
Credit exposure also includes the amount of estimated unbilled
sales. Credit limits, setting and maintaining credit standards,
and managing the overall quality of the credit portfolio is largely
decentralized. The level of credit is influenced by the customer’s
credit history with us and other available information, including
industry-specific data.

‘We maintain a reserve account for estimated losses
resulting from the inability of our customers to make required
payments. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to pay,
additional allowances might be required. We use a combination
of the percentage-of-sales, specific identification and the
aging-of-accounts-receivable methods to establish allowances
for losses on accounts receivable. Payment in advance for
some advertising and circulation revenue has assisted us in main-
taining historical bad debt losses at less than 1% of revenue.

NEWSPRINT. We consumed approximately 647,000 metric
tons of newsprint in 2003, excluding Detroit. This expense
represented 13% of our 2003 total operating expenses.

A sustained increase in newsprint prices could adversely affect
our profitability. Newsprint prices for the past five years
have ranged from approximately $425 to $625 per metric ton.
‘We anticipate a low double-digit increase in newsprint prices
in 2004. Under the caption “Newsprint” on page 21 of this
report, we have included information on our suppliers, the
long-term purchase agreements used to manage the related
risk of price increases, and natural hedges we have in place
through our investment in newsprint mills.

peBT. By balancing the mix of variable- versus fixed-rate
borrowings, we manage the interest-rate risk of our debt. In 2001
and 2002, we entered into interest rate swap agreements to
manage interest rate exposure by achieving a desired proportion
of fixed-rate versus variable-rate debt. As of the end of our 2003
fiscal year, about 60% of our borrowings were variable-rate-based
borrowings. On January 5, 2004, we entered into additional
interest rate swap agreements, increasing our percentage
of variable-rate borrowings to about 70%. We do not trade
or engage in hedging for speculative or trading purposes
and hedging activities are transacted only with highly rated
financial institutions, reducing the exposure to credit risk.




A hypothetical 50 basis point increase in LIBOR would
increase interest expense associated with variable-rate borrow-
ings by approximately $4.3 million and $5.3 million in 2003
and 2004, respectively. The fair value of our fixed-rate debt
and interest rate swaps is sensitive to changes in interest rates.
A hypothetical 50 basis points increase in interest rates would
decrease the fair value of the fixed-rate debt and interest rate
swaps by $27.1 million in 2004. This change in fair value of debt
obligations excludes commercial paper and other short-term
variable-rate borrowings as changes in interest rates would not
significantly affect the fair market value of these instruments.

SENIOR MANAGEMENT. Our ability to maintain our competitive
position is dependent on the services of our senior management
team. If we were unable to retain the existing senior manage-
ment personnel, develop future senior management within
our existing ranks or attract other qualified senior management
personnel, our business would be adversely affected.

EMPLOYEE BENEFITS. Health insurance costs have increased
significantly faster than inflation on an annual basis over the
past few years. We have restructured and consolidated our health
insurance plans and have increased employee contribution
and share in the cost of this benefit. We expect that in coming
years, the cost of health insurance will continue to escalate,
causing an increase to our expenses and employee contribution.
Our pension and other retirement benefits have increased in
recent years largely due to stock market and interest rate con-
ditions. We will continue to reassess our benefits offering to
remain competitive and manage our costs.

compETITION. We are subject to aggressive competition in
all areas of our business. Our newspapers compete for advertising
and readers with other newspapers, broadcast, satellite and
cable television, the Internet and other computer services, radio,
magazines, suburban newspapers, free shoppers, billboards
and direct mail.

SELF-INSURANCE AND DEDUCTIBLES ON CASUALTY INSURANCE,
Wee are self-insured for the majority of our group health
insurance costs. We rely on claims experience and the advice
of consulting actuaries and administrators in determining
an adequate liability for self-insurance claims. We also have
deductibles of up to $1 million on various casualty insurance
programs, which we have determined to be adequate for
the type of risk. We continuously review the adequacy of
OUr insurance coverage.

WEB S1TE ACCESS TO OUR REPORTS

Our annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and all amendments
to those reports are available free of charge on our Web

site, www.kri.com, as soon as reasonably practicable after
such reports are electronically filed with or furnished to

the Securities and Exchange Commission.

Information regarding corporate governance at Knight
Ridder, including our corporate governance principles, code of
business ethics and information regarding our officers, directors
and board committees (including our Audit, Compensation,
and Nominating and Corporate Governance committee charters)
is also available on our Web site. The information on our
‘Web site is not incorporated by reference into, or as part of,
this Report on Form 10-XK.

item 2. Properties
We have newspaper facilities in 28 markets located in 17 states.
These facilities vary in size from 39,300 square feet at State
College, Pennsylvania, to 1.8 million square feet in Philadelphia,
Pennsylvania. In total, they occupy about 11.0 million square
feet. Approximately 2.2 million of the square feet is leased from
others. All of the owned property is owned-in-fee. We own
substantially all of our production equipment, although certain
office equipment is leased. We also own land in Kansas City and
Detroit, where new production plants are under construction.
The following table sets forth our principal properties
by location:

APPROXIMATE AREA
IN SQUARE FEET

OWNED LEASED

Administration — San Jose, CA 43,506
Publishing, including printing plants,

distribution centers, business

and editorial offices, and warehouse

space located in:

Akron, OH 332,912 94,816

Charlotte, NC 479,784 151,259

Columbia, SC 254,000 34,875

Contra Costa, CA 363,364 70,100

Detroit, M1 1,296,594 522,526

Fort Worth, TX 841,613 55,213

Kansas City, MO 423,313 - 165,526

Lexingron, KY 235,058 30,650

Miami, FL 816,177 339,714

Philadelphia, PA 1,501,011 334,198

San Jose, CA 407,192 167,660

Saint Paul, MN 301,518 139,339

Washington, DC 36,077
Internet Operations —

KRD — San Jose, CA 72,027

*Expiration of leases range from 2004 to 2051.

Opur facilities are maintained in good condition and are suitable
for current and foreseeable operations. During the three years
ended December 28, 2003, we spent $237.8 million for additions
to property, plant and equipment.

Item 3. Legal Proceedings

Our wholly-owned subsidiary, MediaStream, Inc.
(“MediaStream”), was named as one of a number of defendants
in two separate class action lawsuits that have been consol-
idated with one other similar lawsuit by the Judicial Panel on
Multi-District Litigation under the caption “In re Literary
Works in Electronic Databases Copyright Litigation,” M.D.L.
Docket No. 1379 (the “Multi-District Litigation”). The two
lawsuits originally filed against MediaStream in September 2000
were: The Authors Guild, Inc. et al. v. The Dialog Corporation

et al., and Posner et al. v. Gale Group Inc. et al. These lawsuits
were brought by or on behalf of free-lance authors who allege
that the defendants have infringed plaintiffs’ copyrights by
making plaintiffs’ works available on databases operated by the
defendants. The plaintiffs are seeking to be certified as class
representatives of all similarly situated free-lance authors.
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The two lawsuits were initially stayed pending disposition
by the U.S. Supreme Court of New York Times Company et al. v.
Tasini et al., No. oo-21. On June 25, 2001, the Supreme Court
ruled that the defendants in Tasiné did not have a privilege under
Section 201 of the Copyright Act to republish articles previously
appearing in print publications absent the author’s separate
permission for electronic republication. The judge has ordered
the parties in the Multi-District Litigation to try to resolve
the claims through mediation, which commenced November
2001, and the parties have agreed to a limited stay to respond
to the complaint during such mediation, which may be ter-
minated by the plaintiffs upon 30-days prior written notice.

In September 2001, the plaintiffs submitted an amended
complaint, which named us as an additional defendant and
made reference to Knight Ridder Digital.

Plaintiffs in the Multi-District Litigation seek actual damages,
statutory damages and injunctive relief, among other remedies.
The company and MediaStream intend to contest liability
and vigorously defend their positions in the litigation, including
opposing class certification. In addition, MediaStream has
indemnity agreements from various content providers supplying
articles to MediaStream’s databases that could mitigate its

PART I

Item 5. Market for Registrant’s Common

Equity and Related Stockholder Matters

Our common stock is listed on the New York Stock Exchange
(NYSE) under the symbol KRI. Our stock is also traded on

ComMON Stock MARKET PRICE AND DIVIDENDS

potential exposure. Management is currently unable to predict
whether an unfavorable outcome is likely or the magnitude
of any potential loss.

There can be no assurance that we will prevail in the above
legal proceedings and management cannot estimate the exposure
if we do not prevail. A ruling against us in any of the proceedings
described above may have a material adverse effect on our
financial condition and results of operation. In addition
to the matters described above, we are also involved in litigation
and administrative proceedings, primarily libel and copyright
infringement actions and environmental and other legal
proceedings that have arisen in the ordinary course of business.
In the opinion of management, except as set forth above, our
liability, if any, under any other pending litigation or administra-
tive proceedings will not materially affect our consolidated
financial position or results of operations.

Item 4. Submission of Matters

to a Vote of Security Holders

No matter was submitted to a vote of shareholders through

the solicitation of proxies or otherwise during the fiscal quarter
ended December 28, 2003.

exchanges in Philadelphia, Chicago, Boston, San Francisco,
Los Angeles and Cincinnati and through the Intermarket Trading
System. Options are traded on the Philadelphia Exchange.

The average stock trading volume for the years 2003, 2002 and 2001 was 429,000, 407,000 and 406,000 shares per day, respectively.
The following table presents the high and low sales price of our common stock and the cash dividends declared on our common
stock by fiscal quarter for the two most recent fiscal years, as reported by the N'YSE:

2003 2002

CASH CASH

DIVIDENDS DIVIDENDS

HIGH LOW DECLARED HIGH LOW DECLARED

1st Quarter $ 67.72 $ 58.63 $0.27 $ 69.69 $ 60.90 $0.25
2nd Quarter 71.06 58.50 0.27 70.20 60.50 0.25
3rd Quarter 70.45 65.86 0.32 64.00 51.35 0.25
4th Quarter 76.49 66.22 0.32 63.86 §2.10 0.27

During the fiscal years ended 2003, 2002 and 2001, we paid
$94.9 million, $84.8 million and $84.2 million in cash dividends.
We expect to continue our policy of paying regular cash
dividends, although there is no assurance as to future dividends
because they are dependent on future earnings, capital require-
ments and financial condition.
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As of March 1, 2004, we had 79.3 million shares outstanding,
which were held in all 5o states by 7,784 shareholders of record.
The closing price of our common stock on March 1, 2004,
was $74.93 as reported by the NYSE.




PURCHASES OF EQUITY SECURITIES
On January 28, 2003, the Board of Directors approved the repurchase of up to 6 million shares of our common stock. The following
sets forth our common stock repurchases, both open market and private transactions, for the fourth quarter of 2003:

TOTAL NUMBER OF MAXIMUM NUMBER

SHARES PURCHASED AS OF SHARES THAT MAY

TOTAL NUMBER OF AVERAGE PRICE PART OF PUBLICLY YET BE PURCHASED

FISCAL PERIOD SHARES PURCHASED PAID PER SHARE  ANNOUNCED PROGRAM  UNDER THE PROGRAM

September 29 through November 2 80,000 $69.95 80,000 4,139,300

November 3 through November 30 99,800 73.65 99,800 4,039,500

December 1 through December 28? 850,698 74.46 845,200 3,194,300
Total 1,030,498 1,025,000

(1) During December 2003, we entered into contracts to repurchase 750,000 shares of our common stock, These contracts are paid in advance and the shares are repurchased typically
over six to twelve months. We pay based on the closing price as reported by the NYSE at the beginning of the contract and the difference between that price and the volume weighted-
average price (VWAFP) over the life of the contract is settled at the end of the contract period.

Outside of the treasury stock repurchase program, we acquired CoMMoN Stock GRANTS
53,489 shares of our common stock in 2003 with an aggregate During the fiscal years ended December 28, 2003, Decem-
cost of $3.2 million and an average price of $60.38 per share asa ber 29, 2002 and December 30, 2001, we issued 5,429 shares,
result of certain stock options exercised. The difference between 4,666 shares and 4,057 shares, respectively, of our common
the aggregate market value of the options exercised and the stock to our non-employee directors pursuant to a stock grant
exercise value of the options was recorded in additional capital. program whereby each non-employee director is given an
The difference in the market value of the repurchased shares annual grant equivalent to a minimum of one-half of their
and the exercise price of the options was recorded in treasury compensation. These shares are issued out of our existing
stock in the accompanying Consolidated Balance Sheet. treasury stock.
The table below is a summary of treasury stock acquired For information regarding our equity compensation plans,
since 1994: please refer to Item 12 — Security Ownership of Certain
AVERAGE Beneficial Owners and Management and Related Stockholder
STOCK CoSsT PRICE Matters, and Note 6, Capital Stock in our consolidated
PURCHASED (nooos)  PER SHARE financial statements, included in this report.
2003 4,269,000 $ 285,964 $ 66.99
2002 4,033,531 257,101 63.74
2001 2,993,567 171,795 57:39
2000 9,048,895 464,835 51.37
1999 3,794,378 210,141 56.73
1998 4,725,000 255,533 54.08
1997 13,824,300 643,375 46.54
1996 6,219,100 221,768 35.66
1995 11,508,600 319,363 27.7%
1994 ‘ 5,044,600 136,977 27.15
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Item 6. Selected Financial Data
TI-YEAR FINANCIAL HIGHLIGHTS The following information was compiled from our audited consolidated financial statements.

COMPOUND GROWTH RATE

(In thousands, except per share data and ratios) 5-YEAR I0-YEAR 12/28/2003 12/29/2002
SUMMARY OF OPERATIONS
Operating Revenue
Advertising 0.5% 5.6%  $2,280,322 $ 2,255,689
Circulation 1.0 2.9 559,234 572,973
Other (5.3) 4.3 106,435 98,173
Total Operating Revenue 0.3 5.0 2,945,991 2,926,835
Operating Costs
Labor and employee benefits 1.2 4.1 1,176,627 1,124,484
Newsprint, ink and supplements 4.8) 2.7 383,099 353,331
Other operating costs 2.9 6.4 706,217 718,963
Depreciation and amortization (9.1) 2.2 112,441 124,695
Total Operating Costs (©.1) 4.4 2,378,384 2,321,473
Operating Income 2.4 8.1 567,607 605,362
Interest expense, net G 4.8 (70,794) (74,969
Other, net (zo.9) 27.5 (33,799 81,723)
Income taxes, net (3.8 7.2 (166,943) (166,943)
Income from continuing operations and before
cumulative change in accounting principle ©.6) 8.0 296,071 281,727
Discontinued operations®
Cumulative effect of changes in accounting principles® (24,279
Net Income (4.1) 7.2 $ 296,071 $ 257,448
Operating income margin® 19.3% 20.7%
SHARE DATA
Basic weighted-average number of shares 80,401 83,066
Diluted weighted-average number of shares 81,477 84,726
Earnings per share
Basic:  Continuing operations and before cumulative
change in accounting principle (0.1) 11.4 $ 3.68 $ 3.39
Discontinued operations®
Cumulative effect of changes in accounting principles® (0.29)
Net income (3.8 10.5 3.68 3.10
Diluted: Continuing operations and before cumulative
change in accounting principle 3.1 11.3 3.63 3.33
Discontinued operations®
Cumulative effect of changes in accounting principles® (0.29)
Net income (©.5) 10.5 3.63 3.04
Dividends declared per common share® 8.1 5.4 1.18 1.02
Common stock price: High 76.49 70.20
Low 58.50 51.35
Close 76.09 61.77
Shareholders’ equity per common share I.I 4.9 18.35 17.87
Price/earnings ratio? 21.0 20.3
OTHER FINANCIAL DATA
“Treasury Stock Purchases: Number of shares 4,269 4,034
Cost $ 285,964 $ 257,101
Payment of cash dividends 94,937 84,832
At year end: Total assets $ 4,096,679 $ 4,164,658
Total debt 1,500,441 1,560,857
Shareholders’ equity 1,489,245 1,461,479
Return on average shareholders’ equity® 20.1% 18.6%
Total debt/total capital ratio 50.2% 51.6%

NOTES TO SELECTED FINANCIAL DATA

(1) Results of operations of our Business Information Services (BIS) Division (discontinued in 1997) and the gains on the sales of BIS companies are presented as ‘discontinued BIS operations.”
(2) For zo0z, the cumulative effect of change in accounting principle relates to the implementation of SFAS 142 ~ Goodwill and Other Intangible Assets by our equity method

investee, CareerBuilder. For 1995, the cumulative effect of change in accounting principle relates to the implementation of SFAS 116 — Accounting for Contributions Received

and Contributions Made.

(3) Operating income margin is defined as Operating Income divided by Total Operating Revenue.

26




The accompanying consolidated financial statements and Management’s Discussion and Analysis of Financial Condition and Results
of Operations for the year ended December 28, 2003 should be read to obtain a better understanding of this information.

12/30/2001 12/31/2000?  12/26/1999 12/27/1998 12/28/1997 12/29/1996 12/31/1995%7 12/2§/1994 12/26/1993
$2,290,335 $j,§¥7,496ﬁ t$i2,375737,75720 $2,222,597 $ 2,060,772 $1,659,336  $1,534,761 $1,414,343 $1,324,312
594,726 605,074 525,686 533,340 521,135 457,306 444,506 426,799 418,726
N 97,565 140,415 154,569 139,617 103,515 65,913 32,789 91818 69,689
2,982,626 3,292,985 3,033,775 2,895,554 2,685,422 2,182,555 2,012,056 1,932,960 1,812,727
1,177,554 1,220,221 1,152,432 1,109,242 1,041,119 883,879 873,571 817,475 786,435
440782 460463 437,054 488,802 428,995 430,304 400,434 294,793 293,024
717,962 755,932 639,924 611,775 559,473 421,456 417,650 422,228 381,704
184573 187,597 182,943 181,112 149,802 113,778 92,134 90,310 90,712
2,520,871 2,624,213 2,412,352 2,390,931 2,179,389 1,84974:71'7/7 1,783,789 1,624,806 1,551,275
461,755 668,772 621,422 504,623 506,033 333,138 228,267 308,154 201,452
(100,833) (116,652) 97,444) (105,936) (102,662) (73,137 (59,512) (44,210 (44,403
(53,523 (26,8300 44,037 109,229 290,481 50,208 14,062 1,799 2,087
 (122,579) 77(721&9277) B ;(7727278,0776)7 o (2927,3.85) (297,348 (124,829) (72,861) (106,493) (83,281)
184,824 314,363 339,939 305,631 396,504 185,380 109,956 159,244 136,755
60,226 16,511 82,493 57,426 11,656 11,334
L @320
$ 184,824 8 314,363 $ 339,939 8 365857 $§ 413015  § 267,873 $§ 160,062 8 170900 $§ 148,089
15.5% 20.3% 20.5% 17.4% 18.8% 15.3% 11.3% 15.9% 14.4%
76074 75,370 80,025 78,882 88,475 96,021 99,451 107,888 109,702
- 85,694 89,105 97460 98,176 101,314 97,420 100,196 108,551 110,663
$ 233 $§ 402 § 407 § 370 $ 440 $ 193 § rrr $ 1.48 8 1.25
0.77 o019 086 0.57 0.10 0.10

- i (0.07)
2.33 4.02 4.07 447 4.59 2.79 1.61 1.58 1.35
2.16 3.53 3.49 301 3.91 1.90 1.10 1.47 1.24
0.62 0.17 0.85 0.§7 0.10 0.10

I o (0.07)
2.16 3.53 3.49 3.73 4.08 2.75 1.60 1.57 1.34
1.00 0.92 0.89 0.80 o.80 0.58%2 0.74 0.73 0.70
65.17 59.81 65.00 59.63 §7.13 42.00 33.31 30.50 32.50
52.02 44.13 46.00 40.50 35.75 29.88 25.13 23.25 25.31
65.17 56.88 58.04 50.81 50.19 3925 31.2§ 25.44 29.69
18.50 18.09 19.07 17.33 15.65 12.12 11.43 11.58 11.33
302 161 16.9 13.6 12.3 14.3 19.5 16.2 22.2
%994 9,049 3,704 4,725 13,824 6,219 11,509 5,945 1,500
$ 171,795 8 464,835 § 210,141  $ 255,533 $ 643,375 8 221,768 $ 319,363 § 136,977 3 40,693
84,198 81,002 85,526 77,152 78,335 74,262 74,377 77,942 76,787
$4,213,376  $4,243,526  $4,192,334  $4,257,097  $4,355,142  $2,860,907  $2,966,321 $2,409,239  $2,399,067
1,623,587 1,672,272 1,300,754 1,527,278 1,668,830 821,335 1,013,850 411,504 451,075
1,560,288 1,541,470 1,780,684 1,662,731 1,551,673 1,131,508 1,110,970 1,224,654 1,243,169
11.9% 18.9% 19.7% 22.8% 30.8% 23.9% 14.3% 13.9% 12.2%
' 51.0% 52.0% 42.2% 47.9% 51.8% 42.1% 47.7% 25.2% 26.6%

(4) On January 28, 1997, the Board of Directors declared a $.20 dividend per share of common stock. The quarterly dividend paid in January in the prior year was paid on

February 24, 1997, to shareholders of record as of the close of business on February 12, 1997. Prior to January 1997, the quarterly dividends were bistorically declared in the prior December.
(5) Price/earnings ratio is computed by dividing the closing market price as reported by the NYSE by diluted earnings per share.
(6) Return on average sharebolders’ equity is computed by dividing net income before the cumulative effect of changes in accounting principles in 2002 and 1995, including the results
of discontinued operations in 1993 through 1998, by average sharebolders’ equity. Average sharebolders’ equity #s the average of sharebolders’ equity on the first day and the last

day of the fiscal year.

(7) We report on 4 fiscal year ending on the last Sunday in the calendar year. Results for each of the fiscal years presented are for 52 weeks, except for the years ended 2000 and 1995,
which include 53 weeks.
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In January 1997, we sold our interest in substantially all of our
cable television investments. The balance of our cable television
investments was sold in March 1998. In May 1997, we acquired
four newspapers indirectly owned by The Walt Disney Company.
The newspapers are: The Kansas City Star, the Fort Worth
Star‘Telegram, the Belleville (Illinois) News-Democrat and the
Times Leader located in Wilkes-Barre, Pennsylvania. In August
1997, we exchanged our newspaper located in Boulder, Colorado,
the Daily Camera, for two newspapers owned by E.W. Scripps
Co., located in California. These newspapers are The Herald
(Monterey) and The Tribune (San Luis Obispo). On May 5, 2003
we amended our agreement with the Journal Gazette Company
to extend our joint operating agreement in Fort Wayne, Indiana,
to the year 2050. Under the amended terms we increased our
partnership interest from §5% to 75%.

In 2001, we had a $78.5 million restructuring charge relating
to a work force reduction program.

Certain amounts in prior years have been reclassified
to conform to the 2003 presentation related primarily to the
presentation of advertising, circulation and online revenue.
Beginning in January 2004, we are reporting our print and online
advertising revenue on a combined basis. Accordingly, periods
presented in this annual report reflect this reclassification.
The reclassification of circulation revenue pertains to the
recording of certain newspaper carrier delivery costs, which in
the past were recorded as contra-revenue. This cost has been
reclassified to increase other operating costs with a corresponding
increase in circulation revenue. The reclassification was made
for the years 2000 through 2002; accordingly, the base years used
for computation of the compound growth rates for the §-years
and 10-years do not reflect this reclassification.

Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations
The following discussion should be read in conjunction with
Item 6. Selected Financial Data, and with the consolidated
financial statements that appear elsewhere in this Form 10-K.
Certain amounts in prior years have been reclassified
to conform to the 2003 presentation related primarily to the
presentation of advertising, circulation and online revenue.
Beginning in January 2004, we are reporting our print and online
advertising revenue on a combined basis. Accordingly, periods
presented in this annual report reflect this reclassification.
The reclassification of circulation revenue pertains to the
recording of certain newspaper carrier delivery costs, which in
the past were recorded as contra-revenue. This cost has been
reclassified to increase other operating costs with a corresponding
increase in circulation revenue. The reclassification was made
for the years 2000 through 2002.

GLossaRY OF TERMS

The following defined terms are used in our Management’s
Discussion and Analysis of Financial Condition and Results of
Operations.

crassiFiep Locally placed advertisements listed together
and organized by category, such as real estate sales, employment
opportunities or automobile sales, and display-type advertise-
ments in these same categories.

CONTENT SYNDICATION Revenue generated from the
distribution of news and other content by third-party
syndication providers.

FULL-RUN Advertising appearing in all editions of a newspaper.
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HoME DELIVERY Circulation newspapers sold by subscription
and delivered to a specific address.

LINAGE A measure of the volume of space sold as newspaper
advertising; refers to the number of column-inches in a six-
column newspaper layout.

NaTioNAL Display advertising by national advertisers that
promotes products or brand names on a nationwide basis.

NEws HoLE The portion of the newspaper designated for
editorial and news content.

NEWSPAPER IN EDUCATION (NIE) A newspaper-sponsored
program that recruits business sponsors to underwrite the
cost of providing, at a discounted price, papers to be used
in classrooms. Many programs also offer teacher training,
ready-made curriculum and special-topic sections geared to
particular age groups.

PART-RUN Advertising appearing in select editions or zones
of a newspaper’s market. Part-run advertising is translated into
full-run equivalent linage (also referred to as factored) based
on the ratio of the circulation in a particular zone to the total
circulation of a newspaper.

PREPRINT Advertising supplements prepared by advertisers
and inserted into a newspaper.

RECRUITMENT PACKAGES Special help wanted advertising
packages, often combining print and online, which offer
a variety of features: in-newspaper advertisements, expanded
listings on the Web, online or by-telephone job applications
and screening of résumés.

reTaiL Display advertising from local merchants, such
as department and grocery stores, selling goods and services
to the public.

RUN-OF-PRESS (ROP) All advertising printed on our presses
and appearing within a newspaper.

SINGLE COPY CIRCULATION Newspapers sold by means other
than subscription, such as copies sold by street vendors, in news
racks or at stores and other businesses.

SUPPLEMENTs (as in Newsprint, Ink and Supplements) All
special sections purchased for distribution in the newspaper,
including TV books and Sunday magazines and comics.

TOTAL MARKET COVERAGE PRODUCTS (TMC) Advertising material
packaged, often in special printed covers (also known as jackets)
for delivery to non-subscribing households; especially appealing
to advertisers who want high household penetration in specific
neighborhoods, ZIP codes or zones.

uNIauE visitors INumber of persons who visited a site or
network of sites at least once in the month. Visitors to multiple
Web sites in a network in a given month are counted only
once as a unique visitor for that network. In separate individual
Web site totals, they are counted once as a unique visitor for
each site visited.

upseLL Incremental advertising sold from one type of pub-
lication in conjunction with another (primarily newspaper ads
republished on the Web for an additional charge, for example,
a recruitment ad that is packaged with an online job posting).

verTicALs All the advertising in print and online in a
category (for example, recruitment, automotive or real estate).
A variety of advertising products are offered within each
vertical, ranging from a print classified listings to an upsell
to enhanced services, such as expanded information online,
résumé databases or job fairs.

weB WIDTH The width of the part of a printing press that
handles newsprint; this determines the width of the rolls
of newsprint used, which affects newsprint consumption.



zoNiNG Defining newspaper delivery areas in a way that allows
customers to purchase advertising to be distributed only within
a specified geographic area; zoned ads cost less than full-run
advertising and are particularly attractive to businesses that draw
their customers from specific neighborhoods. See “Part-Run.”

CrrITicaL ACCOUNTING PoLiciEs AND ESTIMATES

GENERAL. Management’s discussion and analysis of the financial
condition and results of operations are based upon the con-
solidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in
the United States. The preparation of these financial statements
requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenue and expenses, cash
flows and related disclosure of contingent assets and liabilities.
On an ongoing basis, we evaluate our estimates, including
those related to incentives, bad debts, inventories, investments,
intangible assets, income taxes, financing arrangements,
restructurings, long-term service contracts, pensions and other
postretirement benefits, and contingencies and litigation.

We base our estimates on historical experience and on various
other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results
may differ from these estimates under different assumptions

or conditions.

‘We have identified the following accounting policies as
critical to our business operations and the understanding of our
results of operations. Refer to “Note 1. Summary of Significant
Accounting Policies” in the Notes to Consolidated Financial
Statements on pages 46 through 62 for a detailed description
of our accounting policies.

REVENUE RECOGNITION. Revenue recognition varies by source.
Advertising revenue is recognized when advertisements are
published. Circulation revenue is recognized when the newspaper
is delivered to the customer. Other revenue is recognized
when the related product or service has been delivered. Revenue
is recorded net of estimated incentive offerings, including
special pricing agreements, promotions and other volume-based
incentives. Revisions to these estimates are charged to income
in the period in which the facts that give rise to the revision
become known.

ALLOWANCE FOR BAD DEBTS. We maintain a reserve account
for estimated losses resulting from the inability of our customers
to make required payments. If the financial condition of
our customers were to deteriorate, resulting in an impairment
of their ability to make payments, additional allowances may
be required. We use a combination of the percentage-of-sales,
specific identification and the aging-of-accounts-receivable
methods to establish allowances for losses on accounts receivable.
Payment in advance for some advertising and circulation
revenue and credit background checks, have assisted us in
maintaining historical bad debt losses of less than 1% of revenue.

EQUITY AND COST METHOD INVESTMENT VALUATION AND
ACCOUNTING. We hold minority interests in companies having
operations or technology in areas within our strategic focus
and we record these investments at cost. We record an invest-
ment impairment charge when we believe an investment has
experienced a decline in value that is other than temporary.
Future adverse changes in market conditions or poor operating
results of underlying investments could result in losses or
an inability to recover the carrying value of the investments.

In these cases, an impairment charge could be required in
the future.

GOODWILL AND INTANGIBLE IMPAIRMENT. We assess, at least
annually, potential impairment of goodwill and purchased
intangible assets. This asset impairment review assesses the fair
value of the assets based on the future cash flows that the assets
are expected to generate. An impairment loss is recognized
when estimated undiscounted future cash flows expected to
result from the use of the asset plus net proceeds expected from
disposition of the asset (if any) are less than the carrying value
of the asset. This approach uses estimates of future market
growth, forecasted revenue and costs and expected periods
the assets will be utilized. Such evaluations of impairment of
long-lived assets including goodwili and purchased intangible
assets are an integral part of, but not limited to, our strategic
reviews of the business and operations performed in conjunction
with restructuring actions. If these estimates or their related
assumptions change in the future, we may be required to record
impairment charges for these assets. We also record our share
of impairment charges recorded by our equity method investees.
No impairment charges have been recorded to date relating
to goodwill and other identified intangibles, except for an
impairment recorded in 2002 for our equity method investee.

RESTRUCTURING. Due to the slowing economy and the result-
ing decline in advertising revenue, we announced a work force
reduction program affecting the majority of our newspapers
in the second quarter of 2001. We eliminated approximately
1,600 positions and we recorded a pre-tax expense in June 2001
of $78.5 million in reserves in connection with the restructuring,
This expense included estimates pertaining to employee
separation costs and the settlement of certain contractual
obligations in accordance with the Emerging Issues Task Force
(EITF) 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity.”

As of June 29, 2002, the plan was substantially complete.

PENSION AND POSTRETIREMENT BENEFITS, We have significant
pension and postretirement benefit costs and credits that
are developed from actuarial valuations. These valuation
assumptions include health care cost trend rates, salary growth,
long-term return on plan assets, discount rates and other
factors. Our health care cost trend assumptions are developed
based on historical cost data, the near-term outlook and an
assessment of likely long-term trends. The salary growth
assumptions reflect our long-term actual experience and future
and near-term outlook. Long-term return on plan assets is
determined based on historical results of the portfolio and man-
agement’s expectation of the current economic environment.
The discount rate assumption is based on current investment
yields on AA-rated corporate long-term bond yields. Actual
results that differ from these assumptions are accumulated and
amortized over the future life of the plan participants. For an
explanation of these assumptions, see “Note 11. Pension and
Other Postretirement Benefit Plans” on pages 58 through 6r.
While we believe that the assumptions used are appropriate,
significant differences in actual experience or significant
changes in assumptions would affect the pension and other
postretirement benefits costs and obligations.

SELF-INSURANCE AND DEDUCTIBLES ON CASUALTY INSURANCE.

We are self-insured for the majority of our group health insurance
costs. We rely on claims experience and the advice of consult-
ing actuaries and administrators in determining an adequate
liability for self-insurance claims. We also have deductibles of
up to $1 million on various casualty insurance programs, which
we have determined to be adequate for the type of risk.

We continuously review the adequacy of our insurance coverage.
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INCOME TAXES. Income taxes are recorded in accordance
with SFAS 109 — “Accounting for Income Taxes.” We file
a federal consolidated income tax return and state consolidated,
combined or separate returns depending upon state require-
ments. Each of these filing jurisdictions may audit the tax
returns filed and propose adjustments. We maintain a liability
to cover the cost of additional tax exposure items on the
filing of federal and state income tax returns. Adjustments arise
from a variety of factors, including different interpretation of
statutes and regulations.

LEGAL. We are involved in certain claims and litigation
related to our operations, including ordinary routine litigation
incidental to our business. See “Note 14. Commitments
and Contingencies” on page 62 for further information.

Our management reviews and determines which liabilities,
if any; arising from these claims and litigation could have a
material adverse effect on our consolidated financial position,
liquidity, results of operations or properties. Management
assesses the likelihood of any adverse judgments or outcomes
as well as potential ranges of probable losses. Determination
of the amount of reserves required for these contingencies is
made after analysis and discussion with counsel.

COMMITMENTS AND CONTINGENCIES. We have ongoing purchase
commitments with SP and Ponderay, our two newsprint mill
partnership investments. We are committed to purchase at least
$42.5 million and $13.8 million of newsprint in 2004 from
SP and Ponderay, respectively, at current market prices. We also
have a sales commitment with DN to supply 50% of their
newsprint requirements, which in 2004 will be approximately
$27.4 million. We have the resources necessary to fulfill these
commitments in 2004.

BusiNgess SumMMARY

We report two operating business segments: Newspaper and
Online. The Newspaper segment represented 97.3% of total
operating revenue. Advertising revenue within this segment
represented 75.0% of total operating revenue. Retail, Classified
and National advertising revenue represented 48.7%, 36.5% and
14.8%, respectively, of total advertising revenue. Circulation
revenue comprised 19.0% of total operating revenue. For further
information, please refer to “Note 5. Business Segments” under
the Consolidated Financial Reports contained in this report.

Advertising revenue is primarily determined by the linage,
rate and mix of advertisement. The advertising rate depends
largely on our market reach, primarily through circulation, and
market dominance. Circulation revenue is based on the number
of copies sold and the subscription rate charged to customers.

Our overall circulation makes us the second largest news-
paper company in the United States. We operate in several large
metropolitan areas, and ours are the dominant newspapers in
most of the locations we serve.

For the past three years, our larger markets have been par-
ticularly hard hit in the Classified Employment category, the
result of the nationwide downturn in hiring. Unemployment
levels of approximately 6% throughout 2003 drove the adverse
impact: Philadelphia help wanted was down 19.2%, Kansas City
was down 16.2% and San Jose, where the unemployment level
fluctuated between 8.8% and 7.2%, was down 33.1%. All of our
other large markets were soft as well, although Fort Worth
turned sharply positive in the fourth quarter. With the national
economy showing increasing strength, we are projecting a
modest increase for the coming year in this category.

Our Retail category increased last year on the strength of
office supplies, home improvement, drugstores and general
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merchandise, as well as a 12.4% increase in preprint revenue, on
2 9.7% volume increase. However, the department store catego-
ry was soft and after a good start early in the year, advertising
from department stores began to decline. Traditional department
stores, like Macy’s and Dillard’s, face strong competition from
stores like Wal-Mart and Costco and they are working hard to
realign and redefine their business strategies.

National advertising showed the strongest percentage growth
year-over-year, at 10.3%, with increases in all four quarters.
Advertisers recognize that newspapers, unlike television and
radio, remain a genuine mass medium and are more responsive
and flexible to their needs.

Although we continue to expand our core revenue sources,
we launched a Revenue Task Force in 2003 to identify new
sources of revenue. We are now implementing those initiatives
that best fit our strategy and have the highest return. Our target
for the coming year is $30 million. We are optimistic that
the number is achievable. We will focus on the following areas:
national, automotive and help wanted, sales force staffing,
paid content, niche publications, retail majors and ROP zoning,
We also have established a national marketing group in response
to the rapidly evolving retail and national environments.

For total classified and for total advertising revenue, we
are projecting an increase in the mid single digits.

In recent years, many newspapers nationwide have
experienced declines in circulation copies and revenue. Increased
competition, particularly from the Internet, has caused the
decline in copies. We have increased discounting as a primary
tactic to grow circulation, which caused our revenue to
decline. Over the past two years we have increased our circula-
tion (in 2003, excluding Detroit and Fort Wayne, where we
have joint operating agreements); nevertheless, growing both
circulation copies and growing revenue remains a challenge
to our industry and us.

Our plans for the coming year include telemarketing and
selective discounting, along with increased use of crew sales,
kiosks, single-copy insert coupons and direct mail promotions.
Recently enacted telemarketing rules adopted by the Federal
Trade Commission and Federal Communications Commission,
including the National Do-Not-Call Registry and regulations,
will have an impact on our ability to source subscriptions through
telemarketing, but we have yet to determine the extent. There
are two favorable factors: (2) not everyone will elect to be
included on the register, and (b) our newspapers will still be able
to contact persons with whom they have an established business
relationship or from whom they obtained express consent.

In response to the economic downturn, newspapers have
focused attention on cost reduction. In 2001, we implemented
awork force reduction program. In 2002, we launched an
Operations Task Force to identify savings that could be applied
companywide. The Task Force teams investigated opportunities
in content, production, technology, people, administration,
vendor management, smaller papers and circulation. We began
implementing their recommendations in 2003. In total, we
anticipate incremental savings of more than $50 million in 2004.

In 2003, overall costs were up just 2.§%, despite a 5.6% rise
in newsprint costs and a 25.2% increase in benefits costs. FTEs
were down 1.6% in 2003, following declines of 7.5% and 7.3%
in 2001 and 2002, respectively. For the coming year, we anticipate
increases in newsprint and benefits (primarily pension and
postretirement benefits) in the low double digits and mid single
digits, respectively. However, due to certain cost efficiencies,
we expect the newsprint, ink and supplements line to only
increase in the high single digits. FTEs should be down another




0.§%, with the core down 1.0% but with another 0.5% added
back for various Revenue Task Force initiatives.
Our online segment performed very well in 2003. Revenue
of $79.7 million was up 44.2% and operating income of
$15.2 million compared with a loss of $8.9 million the previous
year. KRD unique visitors averaged 8.0 million per month,
up 18.9%. The strong results reflect increases in all of KRD’s
revenue streams. KRD management is focused on growing
revenue, managing costs, and increasing unique visitors. The
team is also focused on maximizing the benefit of the recent
AOL and MSN traffic agreements with CareerBuilder. We
project a solid trajectory of growth for this segment in 2004.
Our net income and diluted earnings per share are further
determined by the level of interest expense, losses from investees,
effective tax rate and the number of shares repurchased (net of
the shares issued pursuant to stock option and purchase plans).
We have entered into interest rate swap agreements to
reduce our overall interest cost. Our average cost of debt, includ-
ing the benefit of swaps, was 4.3% at the end of fiscal 2003.
In 2003, we used $49.6 million of our excess cash to pay down

ConNSOLIDATED ResuLTs OF OPERATIONS:

debt. In addition to historically low interest rates during 2003,
debt reductions over the past few years have helped reduce
interest expense.

Losses from investees declined over the past year and we
expect further improvement in 2004 as the price per ton
of newsprint is projected to increase, benefiting our newsprint
mill investees.

Our effective tax rate was lower in 2003 than in 2002,
mainly due to favorable tax settlements during the year.

‘We anticipate the effective tax rate to be 38% in 2004, and
we continue to evaluate opportunities to reduce our income
tax expense.

Our shares outstanding decreased in 2003, the result of our
continued commitment to eliminate dilution from employees
stock option and purchase plans, and to allocate free cash flow
to share repurchases.

Our businesses continue to provide sufficient cash for our
operations and capital expenditures. Moreover, we intend to use
future cash flow for the payment of dividends and repurchase
of shares, as well as strategic acquisitions.

FOR THE FISCAL YEARS ENDED DECEMBER 28, 2003, DECEMBER 29, 2002 AND DECEMBER 30, 2001

Odur fiscal year ends on the last Sunday of the calendar year. Results for 2003, 2002 and 2001 are for the 52 weeks ended December 28,
December 29 and December 30, respectively. The following tables set forth the consolidated results of operations for the periods
ended December 28, 2003, December 29, 2002 and December 30, 2001

% CHANGE
(In thousands, except per share data) 2003 2002 2001 03-02 02-01
Operating revenue $2,945,991 $2,926,835 $2,982,626 0.7 (1.9)
Operating income 567,607 605,362 461,755 6.2) 31.1
Net income before cumulative effect of change in
accounting principle of unconsolidated company 296,071 281,727 184,824 5.1 52.4
Cumulative effect of change in accounting
principle of unconsolidated company (24,279) * *
Net income $ 206,071 $ 257,448 $ 184,824 15.0 39.3
Net income includes the following expenses:
Cumulative effect of change in accounting
principle of unconsolidated company 3 - $ 24,279 $ -
CareerBuilder — LLC Conversion 11,304
Goodwill and other identified
intangibles amortization 55,300
Losses on investments 7,099
Work force reduction 47,100
$ - $ 35,583 $ 109,499
Diluted earnings per share before cumulative
effect of change in accounting principle
of unconsolidated company $ 3.63 $ 3.33 $ 2.16 9.0 54.2
Cumulative effect of change in accounting
principle of unconsolidated company (0.29) * *
Diluted earnings per share $ 3.63 $ 3.04 $ 2.16 19.4 40.7
Diluted earnings per share
includes the following expenses:
Cumulative effect of change in accounting
principle of unconsolidated company $ - $ 0.29 $ -
CareerBuilder — LLC Conversion 0.13
Goodwill and other identified
intangibles amortization 0.65
Losses on investments 0.08
Work force reduction 0.55
Total $ - 3 0.42 $ 1.28

*Percent not meaningful
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Diluted earnings per share for 2002 included charges of $0.29
per share for the cumulative effect of change in accounting
principle of Career Holdings, an equity method investee, related
to its adoption of SFAS 142 and $0.13 per share for the conver-
sion of Career Holdings, Inc., from a C corporation to a limited
liability company (LLC). Diluted earnings per share for 2001
included goodwill and other identified intangibles amortization
of $0.65 per share, work force reduction charges of $0.55 per
share and losses on investments of $0.08 per share.

The increase in diluted earnings per share in 2003 was
primarily due to a 3.8% decrease in the weighted-average number
of shares outstanding and the absence of the CareerBuilder
charge in the current year. A $19.2 million increase in operating
revenue was offset by a $56.9 million increase in operating

NEewsPAPER DivisioN

costs, primarily related to higher employee benefit costs and
newsprint expense. Earnings benefited by a $5.4 million decrease
in net interest expense and a $38.2 million decrease in losses
from equity investments. A lower effective tax rate for the year
versus the prior year also positively affected earnings per share.

Excluding the unusual items identified above, our diluted
earnings per share increased $0.02 from 2001 to 2002. A 19.8%
decrease in newsprint, ink and supplements was offset by a
6.8% decrease in classified revenue, resulting in a 0.7% increase
year-over-year in operating income. A decrease in net interest
expense, a lower effective tax rate and a 1.1% decline in the
weighted-average number of shares outstanding positively
affected earnings per share. Partially offsetting these favorable
items was an increase in losses from investees.

opPeRATING REVENUE. The following table summarizes the results of the Newspaper Division for the fiscal years ended December 28,

2003, December 29, 2002, and December 30, 2001.

9% CHANGE
(In thousands) 2003 2002 2001 03—02 02-01
Operating revenue
Advertising
Retail $1,102,841 $1,097,445 $1,073,789 0.5 2.2
National 329,611 300,622 297,033 9.6 1.2
Classified 776,408 808,875 883,600 4.0 @8.5)
Total 2,208,860 2,206,942 2,254,422 O.1 (2.1)
Circulation 559,234 572,973 594,726 (2.9 (.7
Other 98,160 91,617 91,443 7.1 0.2
Total operating revenue $2,866,254 $2,871,532 $2,940,591 (0.2) (2.3)
Average circulation
Daily 3,784 3,800 3,802 (0.4) 0.0
Sunday 5,144 5,148 5,154 (0.1) 0.0
Advertising linage (full-run)
Retail 14,898 15,883 15,796 6.2) 0.6
National 2,704 2,508 2,565 7.8 (2.2)
Classified 18,425 18,192 17,901 1.3 1.6
Total 36,027 36,583 36,262 (1.5) 0.9

Total advertising revenue for 2003 was 0.1% higher than for
2002. A 0.5% increase in retail revenue and a 9.6% increase
in national revenue were largely offset by a 4.0% decline in
classified revenue. Total advertising revenue declined 2.1% for
the year ended December 29, 2002 compared with the same
period in 2001 due to an 8.5% decrease in classified revenue,
partially offset by a 2.2% increase in retail revenue and a
1.2% increase in national revenue.

Retail revenue increased 0.§% from 2002 to 2003 due to
a 10.2% increase in preprint revenue and a 2.3% increase in the
full-run ROP average rate, partially offset by a 6.2% decrease
in the full-run average linage. Specialized publications revenue,
up 8.8%, and TMC revenue, up 6.5%, also contributed to the
increase in retail revenue. Miami, Kansas City, Columbia and
Biloxi were responsible for most of the increase, up 1.4%,
1.7%, 4.5% and 7.3%, respectively. Compared with 2001, retail
advertising revenue in 2002 increased 2.2% due to a 0.6%
full-run ROP linage increase, an 8.3% increase in preprint and
a 37.6% increase in TMC revenue, partially offset by a 3.1%
decrease in the full-run ROP average rate. Miami, Contra
Costa, Philadelphia and San Jose were responsible for most
of the increase, up 5.8%, 6.9%, 2.1% and 4.5%, respectively.

32

National revenue increased in mostly Akron, Charlotte,
Contra Costa, Fort Worth, Philadelphia and San Jose in 2003
compared with the same period in 2002, up §4.2%, 11.0%, 27.3%,
12.5%, 9.4% and 18.5%, respectively A 7.8% increase in full-
run ROP linage along with a 25.2% increase in preprint revenue
drove the 2003 increase over 2002. Telecommunications
was largely responsible for the increase, with additional support
from travel, automotive and financial. National advertising
revenue increased 1.2% in 2002 from 2001 due to a 2.5% increase
in the full-run ROP average rate and a 42.9% increase in TMC
revenue, partially offset by a 2.2% decrease in full-run ROP
linage. Miami and Kansas City had the largest increases, up
8.4% and 9.8%, respectively.

Classified revenue continued declining in 2003 compared
to 2002, but at a reduced rate than in 2002 compared to 2001.
There was a 7.7% decline in the full-run ROP average rate,
driven largely by declines in employment revenue. The decline in
the full-run ROP rate was partially offset by an 18.0% increase
in part-run linage. Declines in classified recruitment in our largest
markets drove the overall decline with San Jose, Contra Costa,
Kansas City, Saint Paul and Philadelphia, down 38.2%, 27.2%,
23.6%, 21.9% and 21.2%, respectively, compared with 2002.
Significant declines in classified — other revenue in San Jose,
Kansas City, Charlotte and Fort Worth down 67.2%, 42.9%,




35.6% and 29.9%, respectively, partially offset a 69.5% increase
in Miami and also served to reduce classified revenues in
2003. Overall, classified automotive declined by 1.2% compared
with 2002 and classified real estate increased by 7.3%.

Classified advertising revenue decreased 8.5% in 2002 from
2001 due to a full-run ROP average rate decrease of 11.0%,
driven by declines in the recruitment category, partially offset by
a1.6% increase in full-run ROP linage. As in 2003, declines in
classified recruitment in our largest markets were responsible,
with San Jose down 27.5% and Philadelphia down 11.7%. The
automotive, real estate and other categories increased.

During 2004, we expect advertising revenue to grow in
the mid single digits, with half of this increase coming from
core business and the other half from new initiatives. We expect
national and classified revenue to be somewhat stronger than
retail revenue. Retail revenue is generally healthy, with the
exception of department stores. National revenue continues to
be solid. Classified revenue assumes some comeback in auto
revenue and sustained strength in real estate revenue, but with
only a modest increase in employment revenue. This outlook

reflects both current economic indicators and our inclination
to be conservative, even in the face of positive signals.

Circulation revenue declined by 2.4% in 2003 compared
with 2002 largely due to a 3.3% reduction in the average rate
resulting from increased discounts on subscription rates.
Including Detroit and Fort Wayne, circulation copies decreased
0.4% daily and 0.1% for Sunday. Circulation copies increased
in all but one of our major markets for both daily and Sunday
papers. Circulation revenue decreased 3.7% in 2002 from 2001
due to increased discounting and price rollbacks, primarily
confined to Sunday single copy in five markets. Circulation
copies were flat both daily and Sunday. Increases in Philadelphia,
Fort Worth and Bradenton were offset by decreases in Kansas
City, Columbus and Charlotte.

From 2002 to 2003, other revenue increased by 7.1% as a
result of significant increases in commercial printing, alternate
distribution and miscellaneous revenue. Other revenue
increased 0.2% in 2002 from 2001 due to an increase in earnings
from Detroit, partially offset by decreases in commercial
printing, specialized publications and event marketing revenue.

OPERATING cosTs. The following table summarizes operating costs for the periods ended December 28, 2003, December 29, 2002,

and December 30, 2001:

% CHANGE

(In thousands) 2003 2002 2001 03-02 02-01
Operating costs

Labor and employee benefits $1,128,814 $1,076,976 $1,134,584 4.8 (.1

Newsprint, ink and supplements 393,747 375,776 461,872 4.8 (18.6)

Other operating costs 648,167 654,602 648,006 (1.0 1.0

Depreciation and amortization 103,595 113,941 176,029 (9.1) (5.3)

Total operating costs $2,274,323 $2,221,295 $2,420,491 2.9 8.2)

Labor and employee benefits increased 4.8% in 2003 compared
with 2002. A 2.6% increase in the average wage rate per employee
was partially offset by a 1.5% reduction in FTEs. In addition,
employee benefits increased by 19.6% due to a $15.4 million
2002 favorable adjustment to postretirement benefit expenses
in Philadelphia related to a structural change in the Guild’s
severance plan (read below for a more detailed explanation).
Pension costs increased by 21.9% ($10.6 million) and health
insurance expenses increased by 13.3% ($12.8 million). The
increase in pension cost was due to declines in market value of
pension plan assets. Moreover, health care insurance costs con-
tinue to increase even as our employees contribute greater
amounts to offset those costs. During 2004, we expect to hold
health care costs flat, while we anticipate an increase in pension
costs due to the lower return-on-asset assumption from 9%

to 8.75% and a lower discount rate.

Labor and employee benefits decreased 5.1% in 2002 from
2001, primarily due to a restructuring charge related to a work
force reduction in 2001. Due to the slowing economy and
the resulting decline in advertising revenue in the second quarter
of 2001, we announced a work force reduction program that
affected the majority of our newspapers. The work force reduc-
tion plan eliminated approximately 1,600 positions through
early retirement, voluntary and involuntary buyouts and attrition.
As a result, we incurred pre-tax charges of approximately
$78.5 million related to employee severance costs and benefits
during 2001. Excluding this work force reduction charge in
2001, labor and employee benefits increased 2.0%. The increase
was a result of higher health insurance costs, bonuses and
incentive costs in 2002 and a 3.3% increase in the average wage

rate per employee, partially offset by a 7.0% decrease in the
number of FTEs. In December 2002, Philadelphia transferred
certain severance obligations previously accounted for as
postretirement benefits under a company-sponsored plan to
a multi-employer plan. An employer participating in a multi-
emp